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FOREWORD 


With the increasing importance of public enterprises in 
the Indian economy a stage has come when research in the 
details of their working should be undertaken. In particu- 
lar, problems bearing on their operational efficiency and 
financial management need to be studied at length. 

The present work deals with some of the rather com- 
plex issues relating to the management of public enterprises 
in India. The opening essay is in two parts. In the first 
part, the author suggests a methodology for the assessment of 
the management’s performance in public enterprises, refer- 
ring, at the same time to the corrective measures that need 
to be taken for improving the same. In the second part, he 
points out the implications of applying this methodology in a 
few selected enterprises. The next essay is devoted to a de- 
tailed discussion of the methodological and statistical prob- 
lems arising in the course of the measurement of the manage- 
ment’s contribution to profitability of one public enterprise — - 
the Bihar State Road Transport Corporation. Apparently, 
the task of quantifying the criteria for the assessment of the 
management’s performance, is beset with numerous hurdles. 
It is interesting to see how the author grapples with them 
and finally arrives at an acceptable solution. 

In the essays that follow, the author recommends a few 
corrective measures for improving the financial performance 
of public enterprises. Whereas a lot has been written on 
policy considerations bearing on pricing in public enterprises, 
little attention has been directed to the administrative prob- 
lems arising in t^^^^ course of the impleiientation of the pric- 
ing policies with a view to securir% the desired financial re- 
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suits. In order to ensure that the financial goals of govern- 
ment’s investments are rerdised, the management should keep 
a strict watch on the relevant variables and take adequate 
measures to neutralise the effects of unforeseen elements on 
them. 

The last essay highlights some of the practical problems 
of research on public undertakings. In a broad sense micro- 
studies of public enterprises can be put in the category of 
survey research. Nonetheless, there is a certain measure of 
uniqueness in the problems arising in the course of research 
on public undertakings which distinguishes it from survey re- 
search in general. 

There is a certain measure of freshness in the essays in- 
cluded in this book insofar as they deal with some of the less 
discussed aspects of the working of public enterprises in 
India. I have no hesitation in recommending it to the stud- 
ents as well as practitioners of public administration. 

J. N. KHOSLA 

New Delhi, Director, 

1-5-1969. The Indian Institute of 

Public Administration, 
New Delhi-1. 





INIRODUCTiON 


The general atmosphere in which the management of 
the public enterprises in India functions is by no means very 
healthy. On the one hand it has to face a certain amount 
of hostility from different sections of the intelligentsia. The 
press and the public often suffer from a bias against the pub- 
lic enterprise sector arising from the ideological considera- 
tions. Even the civil service from which the majority of the 
management personnel of these enterprises are drawn seldom 
display an objectivity in their attitude towards them, partly 
owing to professional rivalries. On the other hand, the Gov- 
ernment is ever keen to retain its hold on these enterprises as 
a result of which the management has to operate under 
severe constraints. 

As a result of all this, the management of public enter- 
prises is put to a lot of unfair criticism. No systematic study 
of the evaluation of performance of the management in the 
public or private enterprises in India has been undertaken so 
far. The existing theory of the firm, of course, suggests a few 
criteria for judging the efficiency of an enterprise. Accord- 
ing to it, an enterprise would be regarded as efficient if 

(1) the net earnings or surpluses of the enterprise are 
not lower than normal profits, and 

(2) the enterprise is producing its output at the mini- 
mum cost, i.e., the long term average cost. 

The above may be deemed as constituting the sufficient 
conditions of efficiency. Differences in the level of earnings 
of different enterprises in an industry at a given time would 
indicate their relative efficiency,^ Bu? so long as an enter- 


prise is fulfilling the above conditions, it may well be regard- 
ed as efficient. 

The theory of the firm, however, does not go into the 
details of explaining the role of the various factors to changes 
in the efficiency of the firm. It only gives, so to say, a 
framework for expressing the end results of the contributions 
of different factors to the same. Apart from profitability, 
changes in the efficiency of the firm would be measured in 
terms of changes in the average cost of production, (which 
would obviously bear upon profitability as well). From this 
one could derive a broad criterion for judging the perform- 
ance of the management in terms of cost reduction. In 
other words, the efficiency of the management can be judged 
in terms of its contribution to change in productivity. 

The application of the above criteria in the case of the 
management of the public sector enterprises is however ob- 
structed by the fact that the assumptions underlying the neo- 
classical theory may not be realised in the case of public 
enterprises. And this is on account primarily of two kinds 
of factors, viz., (1) the multiplicity of the objectives that the 
management of these enterprises may have to pursue and (2) 
the large range of explicit and implicit constraints under 
which it has to operate. These factors may well negate the 
assumption of “economic rationality’’ underlying the neo- 
classical theory. Increasing the profitability of the enterprise 
is just one of the many objectives that the management of 
public enterprises may have to pursue. Not unoften the 
management of these enterprises has to pursue a large range 
of non-financial objectives, many of which arise from the ex- 
plicit and implicit control of the Government over their oper- 
ational and policy matters. 

On account of the above it is necessary to design a 
methodology for the assessment of the management’s perfor- 
mance taking into account the actual conditions under which 
these enterprises have to function. While the significance of 
m attempt in this direction from policy considerations is 


obvious, from the^ viewpoint of theory, it may well contribute 
towards bridging the. gap between the existing theory of 
growth and the. micro-economic theory of the firm. It has 
no doubt been one of the major concerns of the theory of 
economic growth to provide an explanation of the causes of 
the growth of income and wealth. However, the contribu- 
tion of individual factors to economic prosperity does not 
appear to have been studied adequately. In particular, the 
role of the management as an independent factor of produc- 
tion to the generation of income and wealth needs to be 
studied in greater detail. Neither the micro analysis of the 
equilibrium of the firm and industry, nor the macro-economic 
models of growth seem to give an explicit place to manage- 
ment as a factor contributing to change. Measurement of 
the management’s contribution to profitability and producti- 
vity is likely to pave the way towards integrating the theory 
of the firm with the theory of economic growth and would 
thereby contribute towards the development of an integrated 
theory of economic administration. 

The present work opens with an essay on “Appraisal of 
the Management’s Performance in Public Enterprises” which 
suggests a methodology for the measurement of the manage- 
ment’s performance in public enterprises. Without getting 
involved much into definitional questions, an attempt is made 
to evolve a structure of criteria for assessing the manage- 
ment’s performance. The second essay bearing the same 
caption explores the possibilities in respect of the application 
of these criteria in a few selected enterprises belonging to dif- 
ferent industries. For obvious reasons, the extent to which 
the criteria for the assessment of the management’s perform- 
ance can be applied to the public enterprises would depend 
upon a number of factors, e.g., ( 1 ) the measurability of out- 
puts and costs, (2) the ratio between overheads and current 
costs and (3) the extent to which overhead costs are of the 
nature of joint costs. A number of enterprises having differ- 
ent technical characteristics of production have been chosen 
to illustrate the feasibility of applying the criteria suggested 
in the preceding essay. 


The' third essay gives a resume of an exercise in statis- 
tical methodclogy undertaken to measure tlie coiitribiitioii of 
the management to change in the profit alhlicy of one public 
enterprise— the Bihar State Road Transport Corporation. 
Profitability is only one of the criteria, for judging the man- 
agement’s performance. Nonetheless, it is a very important 
criterion insofar as the end results, of the management’s per- 
formance in a number of directions (e.g. cost reduction) get 
reflected in it. The essay in question narrates the processes 
by which the statistical methodology was developed for this 
task, the practical difficulties in applying it, and the process 
by which these difficulties were overcome. 

The fourth and the fifth essays deal with financial man- 
agement relating to pricing and budgeting respectively. One 
of the important factors on which the financial success of an 
enterprise would depend is the relationship between the 
Government and the management of the enterprise on ques- 
tions relating to price fixation. The essay on pricing inves- 
tigates some of the administratis^ factors responsible for the 
low profitability of public enterprises and suggests remedial 
measures for the same. The essay on budgeting examines 
the philosophy behind the existing budgetary practices in 
public enterprises explaining the consequences of the same on 
the financial results and operational efficiency of these en- 
terprises. It further suggests the steps which need to be 
taken to give a business reorientation to the existing budget- 
ary practices in public enterprises. 

The last essay departs from the main theme of the book 
and seeks to throw light on the practical problems of re- 
search on public undertakings. Research on public enter- 
prises has so far been, by and large, confined to the general 
problems of organisational structure and accountability. It 
is only now that attention is being directed to the problems 
relating to their finances and operational efficiency, studies of 
which necessitate a detailed investigation of their working. 
An effort in this direction throws up problems of its own 
kind which are disctlssed^in some detail in this essay. 


(xi) 


A large part of this work was completed when I was a 
Senior Research Fellow in the Indian School of Public Ad- 
ministration (how defunct) during 1964-66. The subject of 
my work was '‘Measurement of the Management's Efficiency 
in Public Enterprises". The project envisaged a special 
study of the Bihar State Road Transport Corporation. The 
statistical results obtained from the investigations based on 
the methodology given in the third essay have not, however, 
been included in this book. Recently, the Planning Com- 
mission have sponsored a more detailed study of this enter- 
prise and it is proposed to bring out another volume contain- 
ing the statistical results of the inquiry into the working of 
the Corporation. 

The essay on “Research on Public Undertakings: Some 
Problems of Methodology" was originally prepared for a 
seminar on “Methodology of Economic Research" held at 
Patna in March 1966 under the auspices of the A. N. Sinha 
Institute of Social Studies. 


G.P. KESHAVA 


New Delhi, 
July 19, 1968. 
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APPRAISAL OF THE MANAGEMENT’S PERFORMANCE 
IN PUBLIC ENTERPRISES 

( PART I ) 


The problem of measuring the management’s performance 
in the public sector is much more difficult than in the private 
sector. Absence of objective tests for the purpose often gives 
rise to unfounded allegations against the management^ which 
on closer examination, may turn out to be rather unjustified. 
Not unoften, the performance of the management in the pub- 
lic sector is judged on the same criteria as are generally appli- 
cable to private enterprises. One such criterion is that of pro- 
fitability. The management of not a few public enterprises has 
been subjected to bitter criticism for its inability to ensure ade- 
quate financial returns on the capital invested in the enterprise. 
Criticisms on this ground are, however, seldom based on an 
adequate appreciation of such relevant factors as the long 
period of gestation of investment and the obligations of the 
enterprise in regard to the welfare of the employees. On the 
other hand, the accrual of appreciable financial returns tends 
to be regarded as an index of the management’s performance 
whereas it may be just because of the monopoly market situa- 
tion of the enterprise that the results in question are realised. 

This paper deals with some of the methodological and 
administrative issues relating to the appraisal of the manage- 
ment’s performance in the public enterprise sector in India. 
The first section is devoted to some conceptual problems aris- 
ing in this connection. In the next section the criteria for 
measuring management’s performance are discussed. The 
third section deals with some geqeral • issues^ pertaining to 
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appraisal on the basis of the criteria suggested in the previous^ 
section. The next two sections explain the type of statistical 
analysis that would be needed for the purpose. In the last 
section, an attempt is made to bring out some of the admin- 
istrative implications of undertaking this task on an organis- 
ed and institutional basis. 

L Concept and Focus 

At the outset it may be useful to define the term ‘"man- 
agement” with reference to a public enterprise. What is usu- 
ally known as the “management” of a large organisation is 
usually a fairly vast and complex structure, consisting of 
various levels of decision making. The performance of each 
level of management, comprising a distinct level of decision 
making, can be evaluated with reference to the responsibilities 
that it is expected to discharge. Thus, if the management is 
looked at as a structure, the performance of management 
tends to become a nebulous concept unless we evolve a me- 
thod of synthesizing the performance of the different levels of 
management into a composite index, which, of course, is a 
logically impossible task. 

Within the management structure, howxver, usually 
there is a definite hierarchy characterised by accountability of 
each level of management to the next higher level, on the one 
hand, and the authority exercised by each level of manage- 
ment over the lower level, on the other. The ultimate res- 
ponsibility for the performance of each level of management 
is borne by the decision making authority at the top level, 
which in the case of public enterprises may consist of the con- 
trol board or the chief executive, or both, depending upon 
the distribution of authority between the two.^ If mana- 
gerial authority is looked at as flowing from or converging on 
one single body, the management of the enterprise can be 
identified with that single body or authority. In what fol- 


1. In a typical company-type organisation, the control board 
would consist of the Bo^.rd of Directors and the Mahaging Director 
would be the chief executive.? . 
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lows, the term “management’ will be used to signify the top 
decision making authority in the enterprise. 

The performance of the mangement of the enterprise, 
defined in this way, needs to be distinguished from the per- 
formance of the enterprise as such. This is important be- 
cause much of the presently existing confusion and loose think- 
ing on the question can be attributed to an inadequate appre- 
ciation of the difference between the two. 

Basically, the difference between the performance of the 
management and that of the enterprise in its entirety may 
be said to flow from the fact that judgment in regard to the 
latter implicates a wider focus of inquiry than that in regard 
to the former. Management is just one agent of production, 
whereas the enterprise represents a combined operation of a 
number of agents of production. The performance of the 
management has to be evaluated with reference to the limited 
role that it has to perform in the enterprise, as one agent of 
production. In evaluating the performance of the enterprise, 
however, the end results flowing from the operation of the 
enterprise have to be judged not only with reference to the 
immediate possibilities in this regard but also with reference 
to what would have been achieved if the scarce resources in- 
vested in the enterprise were shifted to some other activities. 

The validity of this distinction flows from the fact that 
in the case of most enterprises there is a technical line of 
demarcation between the management of the enterprise and 
the Government, represented by the parent Ministry. From 
the administrative point of view it is an important distinction 
because it delineates the area of authority btween the Gov- 
ernment and the management of the enterprise. It is true 
that the manner in which the top management frames its 
decisions is often such that the distinction gets blurred. But 
conceptually the distinction will stay valid so long as it is 
possible to make the (reasonable) assumption that pople re- 
presented on the ccMtrol boards of these enterprises do not 
confuse between their loyalties to different organisations in 
which they are simultaneously repre^sentdi. 
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The necessity for this distinction arises from the fact that 
the concept of management’s performance with reference to 
public enterprises will tend to become vague unless a distinc- 
tion of this kind is made. It w'ould obviously be unfair and 
wrong to judge the performance of the management with- 
out a reference to the range of its responsibilities and discre- 
tion. The Government invariably exercises a large and vari- 
ed range of controls over the public enterprise. The manage- 
ment has to function within the framework of these controls 
and thereby there is an inevitable restriction on its activities 
both in respect of the end results that it should aim to realise 
and the steps that it can take to realise these end results. 
The performance of the management of the enterprise should 
be judged keeping in view these explicit and implicit cons- 
traints on the activities of the management. Unless these 
constraints are taken into account in judging the performance 
of the management, there would always be the danger of 
unduly discrediting the management for the failures of the 
enterprise. 

2. The Criteria of Performance 

The range of responsibilities or obligations with refer- 
ence to which the performance of the management has to be 
evaluated, are likely to flow a good deal from the explicitly or 
implicitly laid objectives which the enterprise is expected to 
serve. These objectives may cover various facets of the ope- 
ration of the enterprises, e.g., earning of surpluses, distribu- 
tion of the output of the enterprise and generation of non- 
vendible benefits. In a way, these objectives may be regard- 
ed as constraints on the ambit of managerial discretion, for 
the management has to ensure that the policies adopted by it 
conform to these objectives. In fact, one of the important 
differences between the private and public enterprise emanates 
from this very fact that whereas in the case of the former, 
the focus of the objectives (immediate or ultimate) of the 
enterprise is generally on profit maximisation, in the case of 
the latter these objectives may be multiple and diversified. 

The implication of ^.he above, in the present corttext, is 
that the ^riteria for the appraisal of managerial efficiency in 
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the case of public enterprises would have to be related to the 
complex of objectives. Since these objectives are not likely 
to be alike in the case of all enterprises, it would not be possi- 
ble to lay down a uniform set of criteria which is applicable 
to all enterprises. Yet, giving due cognisance to the legiti- 
mate rights of the investor (i.e., the Government) to deter- 
mine the objectives that the public enterprises must fulfil, and 
the inherent characteristic of the enterprise as a business under- 
taking, it should be possible to lay down a general scheme of 
priorities in regard to these criteria. It is important to lay 
down priorities because the obligations of the management in 
different directions may not all be consistent with each other, 
and to the extent that there is inconsistency between them, a 
judgment would have to be made on the relative importance 
of these objectives. 

Broadly, the performance of the management of a pub- 
lic enterprise may be judged on the basis of the success achiev- 
ed by it in four directions, in the priority indicated below: 

(1) realisation of the non-financial objectives of the 
enterprise as specified by the Government; 

(2) maximisation of the profits within the constraints 
of Government’s directives in regard to non-finan- 

: cial as well financial matters; 

(3) improvement in the quality of products; 

(4) economy in the use of resources, i.e., inputs. 

The justification for putting the profitability in the sec- 
ond place of priorities lies in the primacy of non-ofiicial objec- 
tives in the establishment of public undertakings. This is 
more marked in the case of public utilities and transport. It 
is true that the public enterprise being a business undertaking 
must be run on commercial lines, but quite often the basic 
raison d’etre behind the establishment of the enterprise is 
something other than earning of profits. These objectives 
may well be such as to come into conflict with the financial 
objectives emanating from the commercial principles of ope- 
ration and to the extent to which this is so, the commercial 
objectives must necessarily be subordinalied to the non-com- 
merciai objectives. 
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Maintenance of quality of products is an important 
dimension in ■which the responsibility of the management ex- 
tends. To a certain extent there may be a case for giving 
it a higher priority than what is indicated above. In the case 
of many enterprises, the nature of the product may be such 
as to justify giving a high priority to this aspect of managerial 
responsibility. But, by and large, it would be reasonable to 
assume that maintenance of quality and realisation of profits 
are linked with each other, in the sense that the success 
achieved by the management in maximising its profits would 
depend a good deal on its ability to maintain and improve 
the quality of the products of the enterprise. As such the 
performance of the management on the commercial front is 
likely to provide an implicit measure of its performance in res- 
pect of maintenance of quality of products. 

On the other hand, giving a higher priority to quality 
criterion may well amount to undermining the commercial 
criterion. By its very definition, a public enterprise is a 
commercial undertaking and as such maintenance and pur- 
suit of commercial objectives has to be an important obliga- 
tion of the management, within, of course, the constraints 
imposed by the wishes of the investor. Since there is a possi- 
bility of a conflict between the quality and the profit criteria, 
in the sense that after a certain point improvement in quality 
might impinge upon the profit objective, it is necessary to 
give a higher place to the profit criterion than the quality cri- 
terion in the referent scheme of priorities. 

The criterion of economy emphasizes the obligation of 
the management to make continuous endeavours towards re- 
ducing the cost of production. To a certain extent it is relat- 
ed to, and is a part of the profit criterion, in the sense that 
the success of the management in augmenting the surpluses 
of the enterprise would, to a significant extent, depend upon 
its ability to reduce the cost of production. But cost reduc- 
tion is only one of the ways, though a very important one, of 
improving profitability. Better planning of sales, manipulation 
of tariffs and exploitation of new markets are some of the 
other methods by which the surpluses generated by the ehter- 
prjse may be improved, (without taking resort to monopolis- 
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tic exploitation). Further, a blind attempt at cost reduction 
may well come into conflict with both the non-financial and 
financial objectives. In view of these, it would obviously be 
improper to assign primacy to cost reduction criterion over 
the surplus criterion in laying down the priorities among 
them. 

The basic idea behind the above scheme of priorities is ^ 
that the performance of the management of public enterprises 
should be evaluated with reference to the ambit of discretion 
of the management in policy formulation, on the one hand, 
and the explicit constraints on the commercial objectives of 
the enterprise, as determined by the Government, on the 
other. The usual commercial criteria for judging managerial 
performance in business undertakings need to be modified in 
the case of public enterprises, in the light of the non-financial 
objectives determined by the Government. In the absence of 
such non-financial objectives which come into conflict with 
the commercial objectives of enterprise in terms of earning 
of surpluses, the performance of the management should be 
judged primarily on the basis of its success in earning sur- 
pluses. 

The performance of the enterprise on each of the above 
criteria taken individually would provide a picture of what 
the management has been able to do in different directions. 
The picture so emerging would be in a way piecemeal and 
diffused in character insofar as it would not by itself, provide 
an overall picture of the management’s performance. Assess- 
ment of overall performance will necessitate some further pro- 
cessing of the data in regard to the management’s performance 
in different directions taken individually. 

The performance of the enterprise on each of the crite- 
ria mentioned above would broadly consist of two parts: (1) 
those which are related to the performance on other criteria 
either as a cause or as an effect, and (2) those which do not 
have any such inter-relationship, and are therefore ‘‘indepen- 
dent”. To the extent that the performance on different criteria 
•are inter-related, it would be necessary Iso devise a method for 
making a judgment on the implications of any given categpry 
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of inter-related performance on different criteria from the 
viewpoint of overall performance. With reference to any 
such category, the performance on only one criterion should 
be taken into account for the purpose; otherwise there will 
be an obvious danger of being trapped into double-counting. 
The criterion, the performance on which is to be taken into 
account in such cases, should be decided in the light of the 
structure of priorities indicated above. The nature of per- 
formance on the criterion having the highest priority in the 
inter-related category might be taken as an indicator of the 
overall performance of the enterprise, insofar as the particular 
category in question is concerned. 

An exercise on the above lines would resolve a substantial 
part of the ambiguities arising from the multiplicity of cri- 
teria in the process of evaluation of overall performance of 
the management. Yet, even after this process of rationalisa- 
tion, the performance of the management on the different 
criteria are not likely to get reduced to that on one single cri- 
terion so as to give an unambiguous indication of the overall 
performance of the enterprise. The possibility of part of the 
performance on some criteria being independent of the per- 
formance on other criteria cannot be ruled out. An assess- 
ment of the overall performance of the management will, 
therefore, necessitate some process of “averaging” of the per- 
formance on each of the different criteria. In case the per- 
formance on all these criteria is in the same direction, it would, 
of course, be possible to discern a general trend without any 
kind of averaging, but more precise and quantified result is 
not likely to be obtained without a process of averaging. 

The weights to be attached to the different criteria for 
this kind of averaging would obviously have to be determined 
in the light of several factors including social and political 
forces, a discussion of which is beyond the scope of this paper. 

While apparently, the approach outlined above is fairly 
logical and convincing, in operational terms it may not be 
easy to proceed along these lines. Often the management of 
the public enterprises^ actually operates under a complex of 
co^raints conflicting witfc ks commercial obligations, with- 
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out there being explicit directives from the investors, i.e., the 
o‘overnmeiit to that effect. The intentions and wishes of the 

o 

government may enter into the decisions of the management 
of the enterprise surreptitiously, without any explicit directive 
or record thereof.'* Although technically identifiable, in ac- 
tual practice, the dividing line between the government and 
the public enterprise in respect of policy formulation tends to 
get blurred and indistinguishable. Policies actually originat- 
ing at the governments level (i.e., the ministry concerned) 
may formally get expressed through a decision of the control 
board or the chief executive of the enterprise. 

So long as such surreptitiously indicated government’s 
directives and the policies resulting therefrom at the enter- 
prise level do not come into conflict with the commercial 
obligations of the management, there is nothing to worry 
about. If, however, there is a conflict, the management will 
be not only actually working under constraints, but techni- 
cally taking the full responsibility for a departure from the 
commercial principles of operation, even though as a matter 
of fact the responsibility for these constraints would lie on 
the government. Technically, these constraints would be non- 
existent and the management would be fully accountable for 
the entire structure and content of its policies. In this cir- 
cumstance, appraisal of managerial performance on the basis 
of the above criteria might turn out to be unfair to the man- 
agement, for, in the absence of externally given constraints 
the performance of the management would be judged on the 
basis of its achievement in furthering the commercial objec- 
tives of the enterprise. Thus apparently a strict application 
of the above criteria might well give a distorted picture of 
the performance of the management of the enterprise. The 
question is, docs this fact of a certain degree of fusion of deci- 


2. Thus the government representatives on the control board 
of the enterprise may act as the carriers of the government’s view 
and thereby mould the decisions of the board to suit the government’s 
policies. Instances are not uncommon when the government’s re- 
presentatives on the control boards of publjc enterprises display a 
kind of dual loyalty and act more as irepresentatives of government 
than is a member of the control boar<? of the enterprise conce:^gaftd. 
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sicn-m,akiiig process at the government level an.d at the level 
of the enterprise invalidate the scheme of priorities in the 
criteria suggested above for the evaluation of management's 
'performance? 

If we examine the question a little deeply, the answer 
^vould turn out to be in the negative. Logically, the assump- 
^ lion of responsibility for a decision should be inevitably asso- 
ciated with accountability for that decision, and the decision 
in question would not be excluded from the scope of evalua- 
tion. If the management has accepted or identified itself 
with a certain policy decision originating from the govern- 
ment, the responsibility for that decision must be borne by 
it and the validity or otherwise of that decision should be 
taken into account in evaluating its performance. Thus, the 
diffusion in the origins of managerial decisions need not dis- 
tort the structure and content of the responsibilities with refer- 
ence to which the performance of the management is to be 
judged. The implication of this reasoning is that the appli- 
cation of the structure of criteria for the appraisal of manage- 
ment’s performance, would not in any way be unfair to the 
management. 

3, The Problem of Appraisal 

The criteria suggested for the appraisal of management’s 
performance indicate the end results of the managerial func- 
tion with reference to which the performance of the manage- 
ment is to be evaluated. Thereby, they provide a focus on 
the activities of the management on the basis of which the 
quality of the management’s role in the enterprise has to be 
evaluated. Evaluation, however, involves a process of exam- 
ination and scrutiny with reference to certain data regarding 
alternative possibilities. In the context of the performance of 
the management, data on the alternative possibilities may be 
obtained, in the main, from three sources: (1) the manage- 
ment’s own performance in the past, (2) the performance of 
the management of other comparable organisations, and (3) 
some hypothetical standards of performanceV^^^ ^^ ^ 

In case the basis for Snaking the appraisal is (1)^^ 
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above, the findings are likely to be entirely comparative in 
nature. In the first case the findings would throw light on 
the change in management's performance over time, in terms 
of improvement, deterioration or maintenance of stability. 
In the second case, the findings would reveal the comparative 
performance of the managements in different enterprises. In 
the third case, possibly, the findings may be such as to pro- 
vide an answer to the question whether and to what extent * 
the management of the enterprise is efficient. Often the eva- 
luation in the comparative sense, as indicated above, may be 
the only feasible way of judging the performance of the 
management. But to a limited extent it may be possible to 
xvork out a method for evaluating management's performance 
with reference to liistorically known or technically known 
standards of perfection and thereby work out the quality of 
performance in absolute terms. With reference to any parti- 
cular case, it may be worthwhile to examine the usefulness and 
feasibility of approaching the problem in all the three ways, 
for each of these approaches may provide useful guidelines 
for making improvements, which, needless to say, is the objec- 
tive of evaluation of any kind. 

Appraisal of the management’s performance thus turns 
out to ^ an exercise in making a comparative evaluation, in 
the sense that the findings of an effort in this direction would 
depend upon the dimension of comparison chosen for the pur- 
pose. Thus, the management’s performance in any year may 
appear to be quite good as compared to what it did in a pre- 
vious year and quite bad as compared to wffiat the manage- 
ment of a similar undertaking placed in similar circumstances 
is able to do. Generally, the possibilities in respect of mak- 
ing meaningful comparisons are likely to be too limited to 
allow for anything more than an assessment of change in. per- 
formance over time. 

Whateyer be the dimension in which comparisons are 
sought to be made for the purpose, a good deal of caution 
\vould have to be observed in order to ensure that the com- 
parisons made are meaningful and provide a sound basis for 
making a -judgment. The danger of felling into the pitfalls 
of efror and. -bias in, this context may arise from two f^^rs. 
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Firstly, the end results of the management’s performance pro- 
viding the criteria, in respect of which comparisons are to be 
made, may turn out to be conflicting with each other. Sec- 
ondly, what are apparently comparable quantities may not as 
a matter of fact be comparable on account of incomparable 
environmental conditions. 

p As pointed out in section 2 above, the performance of 
the management in public enterprises has to be evaluated with 
reference to the achievement of the management in a number 
of directions. As such, there has to be a structure of criteria 
for the purpose. Since these criteria may be conflicting with 
each other, priorities have to be determined. By implication, 
an improvement in the performance of the management as 
reflected on one criterion may be inevitably associated with a 
deterioration in the same as reflected on another criterion. 
And there lies the danger of drawing wrong conclusions from 
comparisons of facts as they are, for while the management 
may appear to have been successful on one front, it may 
appear to have failed on another, although the latter may, as 
a matter of fact, be a consequence of the former. 

The environmental conditions governing the perform- 
ance of the management may relate to matters of policy as 
well as the physical and financial parameters under which the 
productive activity is organised. Any change or a difference 
in these conditions would obviously have an impact on the 
ability and the capacity of the management to discharge its 
functions and may thereby influence the end results which 
would thereby incorporate the effects of some such factors 
which are beyond the control of management. Evaluation of 
ihe performance of the management might thereby turn out 
to be somewhat erroneous and misleading. 

Thus, in making the comparisons, the data in respect of 
the indicators constituting the criteria would have to be pro- 
perly analysed in order to separate (1) the effects of man- 
agement’s achievements in one - field on the same in other 
fields and (2) the effects of differences in the overall cons- 
traints under which rtie management functions on the end- 
reflecting the management’s performance. Given the 
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priorities^ analysis of data on these lines would provide a basis 
for making a comparative evaluation of the achievements of 
the management in different fields and would, thereby, be of 
use ill the assessment of the overall performance of the man- 
agement, 

4. The Technique of Evaluation 

While formulation of a suitable strategy is an important ** 
step in tackling any problem, it provides only a guideline for' 
proceeding on the work. In the light of the strategy deter- 
mined for the purpose, a detailed plan of action has to be 
prepared and the problems therein examined. The criteria 
for the evaluation of the management’s performance, so to say, 
provide the strategy for undertaking the task. They indicate 
ihe aspects of the end results of management’s performance 
which have to be taken into account for the purpose in view. 
They also suggest a certain scheme of priorities among these 
end results so as to enable and facilitate judgment insofar as 
there is a conflict between them. They, however, do not sug- 
gest in concrete terms the items and the quantities which have 
to be studied and analysed for the purpose. The strategy, 
suggested by these criteria, would have to be given a greater 
operational content in order to make it useful and applicable 
in specific cases. This would, in the first place, necessitate 
defining the end results constituting each of these criteria in 
greater detail. Secondly, it would require an elaboration of 
the techniques of comparisons implicit in the process of eva- 
luation. 

The main variables showing management’s performance 
by first criterion, i.e., the extent of success achieved in realis- 
ing the objectives of the enterprise— are likely to be the volume 
of output provided, the distribution of the product-mix and 
the investment of capital. Usually, these comprise the major 
end-results of the operation of the enterprise regarding which 
the governnient (i.e., the investor here) gives explicit instruc- 
tions to the management of enterprise).® 

3. These instructions may be conveyed in many ways. They 
■may be conveyed directly to the enterprise fey way of directh^es. Or) 

■■ • (Continued on nextj^e) 
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The main variable reflecting management's perfoTniance 
on the se^cond criterion — the success achieved in maximising 
profits — is the rate of .return on capital. The Justificatioii 
for relating profits to capital invested for the purpose in ques- 
tion lies in the fact that (1) capital is the most scarce factor 
of production and (2) there may be a direct functional re- 
lationship between the capital invested and the profits earned. 

• The criterion in fact emphasizes profitability rather than pro- 
fits as such. 

The rate of return, however, is a ratio, showing the rela- 
tionship between the net profits of the enterprise and the 
capital invested. It is a function of three other secondary 
variables, viz., aggregate revenue, aggregate cost and the aggre- 
gate capital invested, which may be significantly independent 
of each other. As such, each of these secondary variables 
would have to be studied separately with a view to analyse 
the management’s performance in respect of profitability. 

The variables indicating the quality of output are likely 
to differ a good deal from one enterprise to another, depending 
upon the nature of the output produced by the enterprise. 
At this place it is not possible to give anything more than a 
bare reference to what they might be. Thus, in the case of 
servicing enterprises (like electricity and transport undertak- 
ings), the punctuality and the regularity with which the ser- 
vices are provided may provide useful indicators of the qua- 
iity of service rendered. In the case of manufacturing enter- 
prises the main indicators of quality of output may be given 
by the degree of acceptability of the products of the enter- 
# prise by the consumers thereof. To a certain extent, an 
objective assessment of the quality of a commodity or service 
(or differences therein) is likely to be rather difficult, and 
Judgment on this question would have to be based on what 
the consumers of the product in question feel about it In- 
dexes showing the direction and intensity of consumers’ eva- 

{Contimied from previous page) 

they may be adopted as part of the plan objectives which in turn be- 
come the guidelines for the operation of the enterprise. A more 
subtle method may be th®^ough^, control over tlie budgets of the enter- 
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Illation of the quality of the output of the enterprise , may pro- 
vide a supplementary set of variables with reference to this 
criterion. Broadly, the characteristics of the industry to 
which the enterprise belongs and the market situation govern- 
ing the operation of the enterprise would determine the con- 
tent and nature of the variables belonging to this category. 

The variables showing the performance of the manage- 
ment in ensuring economy in resource use would have to be 
constructed in terms of ratios, as in the case of the second, 
i.e., the profitability criterion. These ratios would indicate 
the usage of each broad category of input per unit of output. 
Thus, the main indicators with reference to this criterion 
might be output per unit of labour, output per unit of capi- 
tal invested, output per unit of fuel consumed, etc. The 
choice in regard to the inputs with which output is compared 
would be guided by the relative scarcity of the inputs in ques- 
tion, on the one hand, and the capacity of the input in ques- 
tion to represent the usage of productive resources in general. 

The quantities which are sought to be related to each 
other by these variables may be expressed in terms of physical 
as well as financial units. Mostly, the quantities, relevant, in 
the present context, are capable of being expressed in homo- 
geneous physical units. Yet there may be some which do 
not have this attribute. In the latter case they would have 
to be converted into the homogeneous units of some other 
quantity which is fit to serve as a common denominator of 
the non-homogeneous units of the quantity in question. Usu- 
ally, money serves the purpose of such a common denomina- 
tor. Labour is one of the agents of production which is fair- 
ly homogeneous in character. But capital is not; and there- 
fore has to be expressed in ternnis of money. Output may or 
may not be divisible into homogeneous units, depending upon 
the characteristics of the industry to which the enterprise be- 
longs. As such output may be expressed in physical terms 
in case of some enterprises and in financial terms in the case 
of some others. 

The implication of the above in the present context is 
that some of the variables falling isato this class may b^g^- 
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pressed in physical units and some in financial units. Gene- 
rally, productivity of labour can be expressed in both physi- 
cal and financial units. The same is true of productivity' of 
capital, i.e., output per unit of capital, but usually it has to 
be expressed in financial units because of the difficulties in 
expressing capital in physical units. The necessity of express- 
ing these indicators in terms of money is of some significance 
in the present context. The difficulty with money values is 
that direct comparisons between them may turn out to be 
somewhat misleading, on account of differences in the value 
of money itself. As such the variables expressed in financial 
terms may have to be processed in certain ways in order to 
make them useful for making comparisons. 

There is one further point to be noted in this connection. 
The variables showing the management’s success in effecting 
economy in the use of each agent of production separately 
may not necessarily provide a basis for a conclusive judgment 
on the overall performance of the management in this regard, 
taking all the agents of production together. Of course, if 
the results shown by each of these variables are identical in 
terms of direction, it may be possible to arrive at a broad 
conclusion on the question. But in case the trends shown by 
these indicators are not all in the same direction, it would 
be logically impossible to arrive at a general conclusion on 
the performance of the management in this regard, unless a 
method of averaging the results shown by each of these vari- 
ables is evolved. 

There are two ways in which this can be done. The 
first is by converting the different variables into a common 
unit of measurement which would obviously be money. The 
second is by constructing a system of weights which can be 
applied for averaging the pure quantities indicating the suc- 
cess of the management in effecting economy in the use of 
each agent of production. The use of the former method 
may ultimately reduce the criterion to that of money cost 
per unit of output. As for the second, comparative money 
costs would provide the only rational basis for constructing 
these weights, the application of which would inevitably take 
^1^^ very essence of -this criterion. 
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LTsuallvj howex-er, it would be possible to draw meanmg- 
ful conclosions on the question referred to by this criterion 
on the basis of the variables relating to the individual agents 
of production. For^ generally^ the relevant comparisons, what- 
ever be their dimension, are not likely to lead to such results 
which would make an attempt at the application of this 
-criterion infructuous. Thus, in the context of comparisons 
over time, it is unlikely that the output-capital ratio and the 
output-labour ratio would turn out to be moving in different 
directions. Especially, if the period over which the compari- 
sons are being made is short, the results in respect of changes 
in the variables, taken individually, are likely to be such as to 
indicate an identifiable trend to the usage of all the major 
inputs. Those of the variables which are not changing in 
■step with the others are likely to remain stationary rather 
than move in a different direction. In case comparisons are 
being made between two undertakings, it is unlikely that they 
would be so very much different in respect of the technique 
•of production, that the variables w^ould show totally incon- 
gruous results. And if they really give such results, it would 
simply mean that the managements of the two enterprises in 
•question are operating under basically different conditions as 
a result of which meaningful comparisons between their per- 
formance cannot be made. 

The variables relevant to the different criteria would 
provide the bases for making the relevant comparisons for 
judging the performance of the management. But, as indi- 
cated above, these comparisons may turn out to be mislead- 
ing. In order to guard against this danger, it would be neces- 
sary to process the data on these variables in a certain way 
and make necessarv’^ adjustments to ensure comparability for 
the purpose in view. 

Broadly, the necessity for making such adjustments can 
be attributed to three factors. Firstly, the nature of cons- 
traints on the management’s discretion in the situations in 
which management’s performance is being compared, may not 
be alike. Thus, in the context of time series comparisons, the 
basic policies regarding production^ and c distribution of out- 
put nmy not be alike in the periods in which the manage- 
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nient’s performance is being compared. The same sort of 
condition may be obtaining in the context of comparisons bet- 
ween the management's performance in different enterprises. 
The basic policies which the managements of the enterprises 
in question are expected to follow may be substantially dif- 
ferent. 

The differences of this nature may well account for a 
part of the differences in the values of the different variables 
relating to the various criteria for judging management's per- 
formance. Thus, if in period 1, the enterprise is expected 
to sell a part of its output at a price which is less than cost, 
and in period 2, there is no such obligation on the enterprise, 
the profits earned by the enterprise in period 1 may well 
fall short of that in period 2, for no lapse on the part of the 
management. Similarly, of two enterprises operating in the 
same industry, one may be required to produce a category 
of goods which it is uneconomical to produce, while there is 
no such obligation on the other. Obviously, comparison of 
management's performance in these two enterprises on the 
criterion of profitability may put the management of the first 
in a somewhat disadvantageous position. 

In the interest of meaningful comparisons for the pur- 
pose, therefore, the nature and extent of the effects of the 
differences in the basic objectives of the enterprise on the 
values of the variables referring to the other criteria would 
have to be estimated. Obviously a substantial difference 
in these objectives may well account for significant difference 
in the rate of return on capital, the quality of the product as 
well as the usage of inputs per unit of output. The analysis 
would therefore be intended to separate the observed differ- 
ences in the values of the variables concerned into two parts: 
one that is accounted for by the differences in the focus of 
the endeavour of the management, for which the management 
should not be held responsible explicitly, and the other that 
can be attributed to the differences in the ability of the man- 
agement to husband the resources at its disposal. 

Secondly, adjustments in the values of the variables in 
question may be ngeessitated by differences in the environ- 
mental conditions govenling the situations under which the 
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management's performance is being compared. These objec- 
tive conditions may comprise such factors as the prices of 
inputs and outputs, technical co-efficients of production and 
the complex of restrictions put on the management by the 
government on matters relating to the organisation of pro- 
ductive activity. Here again the purpose of the analysis 
would be the same as in the previous case, viz., to separate 
the observed differences in the variables in question into two ^ 
parts: (1) that attributable to factors within the control of 
management, and (2) that accounted for by factors beyond 
the control of the management. 

Lastly, it may be necessary to make some adjustments in 
the values of the variables for assessing the implications of 
the interactions between the different criteria. As pointed 
out above a superior performance of the management on one 
criterion may implicate an inferior performance on another cri- 
terion. Obviously, therefore, in all such cases the values of 
the variables relating to each criterion would have to be ana- 
lysed in order to assess the extent to which the difference in 
their values is accounted for by the difference in the perform- 
ance of the management on all other criteria which find a 
higher place in the priority list of the criteria for the purpose. 
Otherwise, a superior performance of the management on one 
criterion may w^ell prejudice its evaluation on another cri- 
terion. 

5. Appraisal for Corrective Measures 

The analysis of the values of the variables would indicate 
the performance of the management on different fronts. The 
purpose of appraisal, however, is not merely to make an 
assessment of what the management has done or is doing, but 
also to suggest guidelines for improving the same. The vari- 
ables relating to the diffeient criteria would have to be sub- 
jected to some further processing if the factors responsible for 
the differences in the management’s performance are to be 
investigated. 

A full-fledged endeavour in this direction would Inevit- 
ably necessitate a detailed break-dowp of ^11 the relevant vari- 
ables iilto a number of secondary variables showing the 
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to which . the observed differences between the values of . these 
■variables in comparable situations can be 'attributed to the 
different factors. This kind of detailed breakdown would 
have to -be made for each enterprise individually , keeping in 
view the complex of the inputs and outputs of the enterprise 
■ in' question. -It would, therefore, be difficult to make any 
generalisation in this regard; yet an attempt can be made in 
this direction. 

Logically, an analysis of the contribution of different fac- 
tors to the observed difference in the realised rate of return 
on capital should explain the differences in performance of 
the management on each of the four criteria. Taking the 
example of time series comparisons, a change in the input- 
output ratios, or a change in the quality of the product over 
time are likely to have an effect on some of the secondary 
variables determining the rate of return on capital. Similar- 
ly the variable showing changes, if any, in the basic policy 
matters relating to the content and distribution of output are 
also likely to have an impact on some variable or other deter- 
mining the rate of return on capital. Thus, detailed analy- 
sis of a change in the rate of return over time showing the con- 
tribution of different factors to the same may well go a long 
way towards indicating the performance of the management 
on each criterion. 

The first step towards the kind of analysis of the rate of 
return on capital would be to explore the main factors which 
bear on each of the secondary variables determining the rate 
of return on capital. The size of aggregate revenue of an 
enterprise during any period would depend upon three factors, 
•viz., (a) the size of output, (b) the proportion of output 
which is actually sold during the period, and (c) the price 
per unit of output. The size of output in turn would depend 
■upon two factors, viz., the extent of utilisation of the capital 
invested in the enterprise and the size of investment itself. 
Aggregate cost may be divided into two parts, viz., (i) run- 
ning cost and (2) overheads. The former would depend 
upon four factors, viz., (1) the size of capital invested, (2) 
the running cost pm unit of output produced, (3) the inten- 
utilisation- of capital, and (4) the price of inputs. 


PERFORMANCE IN PUBLIC ENTERPRISES-I 


21 


Further, the capital invested itself may be divided into two 
parts: U) fixed capital, and (2) working capital. Compari- 
sons between ratios representing the relationships between 
some of these factors may well provide a useful basis for dis- 
cerning the reasons for the obseiv^ed difference in the rate of 
return in the situations being studied. For instance, the rele- 
vant ratios for the purpose on the revenue side may be out- , 
putjcapital (in physical and financial units), outputlfixed 
capital, output 'working capital, revenuejoutput, and output 
soldloutput produced. With reference to cost the relevant 
ratios may be overhead costjcapital invested, overhead cost] 
fixed capital, overhead costjworking capital, running cost| 
capital invested, and running cost (financial units| running- 
cost (physical units). In respect of capital, some of the use- 
ful ratios may be interest costjcapital invested, depreciation 
costjcapital invested, and fixed capitallworking capital. 

While providing useful bases for analysis, the ratios by 
themselves would not give an exact explanation of the causal 
relationships. That is true of every statistical analysis. A 
statistical analysis has to be supported by logical reasoning in 
order to enable it to give dependable and precise explanation 
of the phenomenon being sudied. 

6. Some Administrative Implications 

There arc two aspects of the task of appraisal of the 
management’s performance, one is positive and the other is 
prescriptive. The positive aspect is concerned with fact find- 
ing and assessment. Efforts in this direction should cover 
both these dimensions of the problems. 

Further, the task should be undertaken at the level of 
the enterprise as well as by an agency outside the enterprise. 
Appraisal at the level of the enterprise would be intended to 
keep the management continuously informed about the qual- 
ity of its performance. Appraisal by the external agency 
would serve the dual purpose of providing the management 
with an objective assessment of its working and ensuring the 
accountability of the enterprise to^the parliament and the 
public.'' ’ - 
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Most public enterprises do. have some kind of statistical 
units, but their work is largely confined to preparation of 
Annua! Reports, which seldom give anything more than the. 
summary of audited accounts. In larger enterprises, the sta- 
tistical units are entrusted with the task of feeding the man- 
agement with statistical material on performance, but the pur- 
pose behind this is to collect information on the performance 
of subordinate levels in the managerial structure. The inter- 
nal audit departments, in the few enterprises in which they 
exist at present, are not even remotely concerned with a task 
of this nature. Their main preoccupation is to help the man- 
agement in observing the juridical propriety in making fin- 
ancial sanctions. 

The absence of an adequate organisational machinery 
for undertaking the task within the enterprise may be partly 
attributed to the sheer inability of the enterprises to do so. 
The reasons for this may, in turn, be the lack of trained staff 
and lack of management consultancy services. In order to 
fill up the lacunae in these respects, it might be useful to set 
up an adequately equipped management cell in the Bureau 
of Public Enterprises, which would provide necessary ser- 
vices to the enterprises including that of training of man- 
power 

The setting up of proper internal organisation may, how- 
ever, will take some time. In the absence of it, it is unlike- 
ly that the public enterprises would be able to undertake an 
appraisal following the rather sophisticated method suggested 
above. In the meanwhile, the enterprises may well work out 
simpler methods comprised of some relevant ratios of the main 
variables to assess their performance. As a matter of fact, 
in the present circumstances, they may well have to adopt 
a phased programme incorporating a gradual introduction of 
a system of appraisal of perfofmahee as suggested above. 

As regards appraisal by an externai agency, the main 
organisations directly concerned with this task at present are 
the Parliamentary Committee bn Public Undertakings, the 
Bureau of Public Enterprises arid the Comptroller and Audi- 
tor-General of India. • The type of focus that would b^ need- 
ed 4or making an assessment on the lines suggested above is 
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entirely absent in the approaches of the existing agencies 
undertaking the task of evaluation of the working of public 
enterprises. The examination, of the -working of public enter- 
prises by the Parliamentary Committee on Public Undertak- 
ings is largely concerned with matters of detailj which wUile 
undoubtedly haxing a bearing on the overall quality of man- 
agement's performance, do not present an overall picture of % 
the same. The work of the Bureau is largely descriptive. In 
its report it does give some kind of analysis cf the financial and 
working results of these enterprises, but it is difficult to dis- 
cern an inherent purpose behind it. The C, & xA. 'G.’s report 
again suffersTrom the same defect as the report of the'' Parlia- 
mentary Committee o.e Public Underta'kingse It concentra- 
tes 'on minor points. 

It might perhaps be p.ossiblc to entrust^ any one, of the 
existing agencies with the task of ma.kmg an .appraisal on, the 
lines - suggested ■ above. . The Parliamentary Committee, on 
Public Undertaki.ngs is undoubtedly ■ the most powerful and 
the most respected organisation available for the purpose. 
But it suffers from, one great handicap insofar as its suitability 
for undertaking, a task of . the type in , question is ,.' concerned. 
.As a matter of convention, it does not take expert assistance' 
in discharging its functions, which may limit its capacity for a 
sophisticated type of analyst. Further, the Committee is usu-' 
ally not in the habit of making a distinction between the gov- 
ernment and the management of the enterprise, which is the 
very basis of the methodology proposed here. The Comp- 
troller and Auditor-General could be a competent agency, but 
it is doubtful whether it would be desirable to dilute its pre- 
sent auditing functions with the function of appraisal of per- 
formance in general, which obviously involves a different type 
cf approach and analysis. Besides, a common difficulty with 
both these organisations is that it would be difficult for them 
to cover the large and increasing number of enterprises in the 
public sector in India. 

The Bureau of Public Enterprises is a small organisation 
at present, but it has immense potentialjjfy of developing into 
a servicing agency for public enterprises. With an expansigp 
of the facilities^at its disposal, it. may be possibh forTt to 
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undertake a task of the type and order envisaged here. Three 
points may be advanced in favour of entrusting this task to the 
Bureau. Firstly, the Bureau being a part of the Government 
can evaluate as well as advise the public enterprises on such 
organisational matters as setting up an internal organisation 
for "appraisal. Secondly, it can obtain the necessary expert 
assistance and advice for the purpose. Thirdly, it can under- 
take the task on a fairly substantial scale. 

Whatever be the external agencies concerned with this 
task, it would be necessary to organise them on such lines 
which enables them to avail the best of expertise available for 
the purpose. To this end, they should have both part-time 
and full-time staff drawn from various professions, e.g., ad- 
ministration, engineering, business and also the academic pro- 
fession. Similarly the internal units within the enterprise 
should be staffed with specialists of a fairly senior level belong- 
ing to these professions. Here again, in order to attract the 
best of talent, provision may be made for both full-time and 
part-time members. 





APPRAISAL OF THE MANAGEHEHT’S PERFORHANCE 
IH PUBLIC ENTERPRISES 

( PART II ) 


The preceding paper was devoted to a general discussion' 
of the " problem' 'on a' theoretical -and methodologicai 'plane. 

In, this, article .an a.tte.mpt is m.ade to suggest a few criteria 
for the same with re'ferencc to some selected public under- 
takings. ' A' few ; operational difficulties arising in this "context 
a.re discussed in. some detail. ' Illustrations are drawn in parti- ' 
cular from the Fertiliser Corporation- ■ of India, the ' Hindustan 
Insecticides .Ltd., the Heavy Engineering Corporation, and the 
Bi.ha,r Road Transport .^Corporation. The first three of the 
above . a.r€ ; .manufacturing , enterprises', ■ while the fourth may 
he categorised, as. a ■.public, utility undertaking. . 

, !• The Dimension ..of:' Appm^ '■ ' 

The task of appraisal would be rendered fairly easy if 
the Government took care to define the objectives of man- 
agement with a fair degree of detail and precision. Thus the 
managment may be provided with a plan of operations giving 
the quantity, quality and structure of the output-mix, the 
prices at whdeh the outputs arc to be sold, the cost of produc- 
tion and the input productivities to be attained, in a given 
accounting period, say, a year. The plan would thereby pro- 
vide the basic norms with which the realised results of the 
enterprise could be compared. Of course, such comparisons 
may turn out to be misleading in case the objective conditions 
on which the plan targets are base^ are’' not realised. Assum- 
ing, however, that in setting the targets adequate care is«4aSbn 
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of expected changes in objective conditions the adjustments 
in the data needed for making meaningful comparisons are 
not likely to be yery extensive. 

In case the goals which the management has to pursue 
are multiple and diversified, an overall assessment would 
necessitate laying down priorities among the same. If the 
plan itself lays down the priorities, the scope for ambiguities 
in the final Judgment would be considerably reduced. In 
case, it does not, some kind of ordering of criteria would have 
to be made taking into account the management’s viewpoint 
as well. 

In India, public enterprises have been allowed consider- 
able measure of autonomy in their operation. The autonom- 
ous undertakings of the company or corporation type prepare 
their owm plan of operation. The explicit control of the 
Government is generally limited to decisions relating to in- 
vestment and pricing of products. All public undertakings 
have an explicit obligation to submit their capital budgets to 
the Government for approval. This, of course, is quite na- 
tural in the present context when, except in a few cases, like 
the Hindustan Machine Tools, new investments in the public 
enterprise sector are still financed by the Government in a 
major way. As regards pricing, the electricity and transport 
undertakings have to obtain the explicit permission of the 
Government for introducing a. change in their prices. The 
same kind of restriction obtains in the case of several other 
enterprises like the Hindustan Antibiotics,* the Fertiliser Cor- 
poration of India^ and the Hindustan Machine Tools. Many 
enterprises, however, are free, to fix their prices on the prin- 
ciple of what the traffic will bear.* 


4. The Governnient exercises control over the prices of the com- 
pany under the Drugs Prices .(Display and Control) Order, 1966. 

5. The prices of the F.C.I. are fixed on the recommendatiom 

of the Tariff Commission. Steps are, however, being contemplated 
for introducing free sale of certain parts of the output of the Cor- 
poration. .. ' 

6. Some examples ^o£ such enterprises are provided by the 
Indian Rare Earths Ltd., ahdfi the Central Road Transport Co^pora- 
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By and large, public enterprises are seldom under any 
obligation in respect of the output to be produced. Most 
enterprises do, no doubt, determine the output targets for 
each accounting period, but this is not based on any explicit 
directive from the Government. It is determined by the man- 
agement itself on the basis of the past performance, and an 
assessment of the technical potentialities of the enterprise. 
Similarly the. Government seldom prescribes any target in' 
regard to input productivities to be achieved by the manage- 
ment. A few enterprises like the Ghittaranjan Locomotive 
Bactoiy, the Indian Drugs and Pharmaceuticals Limited and 
the Hindustan Steel Limited do some exercise in this direction, 
but this is again based on the management’s own assessment 
of the situation. 

To a certain extent, the plans prepared by the manage- 
ment and the targets incorporated therein can be used as a 
kind of norm for making the necessary comparisons. How- 
ever, an obvious danger underlies this which is that the tar- 
gets may understate the potentialities of the enterprise in the 
different directions. Even if the management is not motivat- 
ed in its approach, the estimates that it makes may not be 
realistic for the simple reason that the techniques used by it 
may not be fairly sophisticated. Few enterprises make suffi- 
ciently detiled estimates of demand and cost behaviour which 
would enable them to set realistic targets relating to their per- 
formance. In the Bihar Road Transport Corporation, for 
example, estimates of demand for the services offered are 
mainly based: on past performance, without making adequ- 
ate allowance for the special factors bearing on it. The same > 
is true of the financial estimates relating to cost made by 
this undertaking; Some enterprises are not in a position to 
make realistic estimates simply because the conditions of un- 
certainty in which they operate makes it difficult for them to 
achieve anything more than a very rough forecast of the like- 
ly trends in demand and costs. The Heavy Engineering Cor- 
poration, for instance, has not been in a position to project 
its revenues and costs for more than two years in advance of 
the current year on account of Ia«k o? firm orders. ' 

On the whole, public' enterprises in India ar? not^bound 
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by rigid plan of operations. Within the framework of the 
statutory provisions (as in the case of public corporations) 
and the Articles of Association (as in case of company-type 
organisations) they have a considerable measure of autonomy 
and freedom of action. This leaves them a wide range of 
choice for setting up proper criteria for the assessment of the 
^performance of the management. The norms for comparing 
the realised results could be selected either from the past re- 
sults of the enterprise in question, or the performance of other 
enterprises operating under comparable conditions or from 
the technical data relating to the plants. The range of com- 
parisons (and the limitations thereof) that could be made 
with reference to each of the criteria developed in the previous 
paper are discussed in the following sections. 

2. Performance in Respect of Output and Investment 

In a static context, w’'hen the size of investment in the 
enterprise is given, data relating to past performance in regard 
to the size of output produced may serve as a useful norm for 
making comparisons for the purpose in view. In case, how- 
ever, the enterprise is expanding, such comparisons may turn 
out to be misleading. 

The greater the degree of divisibility of capital, the more 
complicated the problem is likely to be. Thus, in the case of 
a road transport undertaking new buses may be added to the 
existing fleet every year, thereby increasing the extent of ser- 
vices provided in each year as compared to the previous year. 
^ In those industries in which the gestation period is fairly long, 
additional output from new investment would not, generally, 
be forthcoming every year. In the case of a steel plant, for 
example, expansion in capacity would normally occur by 
jerks, say at the interval of 5 to 10 years. 

The difficulties emanating from this factor can be obviat- 
ed by making selective and partial rather than aggregative 
comparisons. In the case of the Fertiliser Corporation of 
India, for Instance, comparisons can be made between the out- 
puts of each of the pfants,ii c.g., ammonium sulphate plant — 
olAaijd new — (Sindri), coke-oven plant (Sindri) and C.A.N. 
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plant (Nangal) separately in successive periods. Similarly 
in the case of the Bihar Road Transport Corporation, com- 
parison can be made between services provided by a given 
licet of buses in successive periods. The average mileage 
given by each vehicle can also be used for the purpose after 
making proper adjustments for the special factors bearing on 
it, e.g., change in the proportion between long distance and 
short distance services in the periods in question. 

The usefulness of comparisons in the other dimension, 
between realised and normative outputs would depend a great 
deal upon the way the norms are selected. One way of select- 
ing the norms would be to refer to the project reports which 
give a technical estimate of the productive capacity of the 
plants. The most important difficulty in using the norms 
given by technicians is that the parameters on which they are 
based may be non-existent in reality. A good example of 
this is provided by fertiliser production. The at ta inment of 
the rated capacity of the ammonium sulphate plant in Sindri 
is dependent upon the availability of raw materials like coal 
and g^’psum of certain standard varieties. During the last 
several years, however, the Corporation has been facing acute 
difficulties in procuring the raw materials of the requisite 
standards, resulting in fall, in production. Further, in many 
cases, the facilities for maintenance of plants available here 
are not comparable to the same in countries in which they are 
designed. In view of these difficulties, it would be more ap- 
propriate to make fresh estimates of the technical production 
capacity taking into account the relevant factors including the 
designer’s estimates, for purposes of making the relevant com- 
parisons. Several public enterprises including the FCI have 
taken steps in this direction by estimating what they call as 
‘attainable’ capacity as distinguished from ‘rated’ capacity. 

The scope of making inter-enterprise comparisons of out- 
put for the purpose in view is indeed very limited for several 
reasons, e.g., (i) the absence of comparable undertakings, (ii) 
technological differences, and (iii) difference in the objective 
conditions of operation. In the case of public utilities, like 
electricity and transport, comparability'^ of aggregate output 
.is virtually non-existent. Comparisons may, however, be^malle 
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in respect of output in specific areas of operation or spe- 
cific sectors. For instance, it may be useful to compare the 
electricity generated in thermal plants of equal size in two 
electricity undertakings. Similarly, the output of certain work- 
shops in transport undertakings engaged in making the bodies 
of buses can be compared purposively. On the whole, how- 
ever, inter-enterprise comparisons between aggregate outputs 
in physical terms are not likely to be of much significance. 

Not many public undertakings in India have an explicit 
directive from the Government in respect of distribution of 
output. Some enterprises like the Bharat Electronics Limited 
and the Hindustan Aircraft Limited, of course, cater to the re- 
quirements of the Ministry of Defence. The Fertiliser Cor- 
poration is still under the explicit obligation to sell a major 
part of its output to the Government. Another example is 
that of the Hindustan Insecticides Limited which is under an 
explicit obligation to sell a major part of its output to the 
Government. In all cases in which such obligations exist, 
the directive of the Government in this regard provides an 
explicit norm for judging the performance of the enterprise in 
this regard. The actual performance of the Hindustan In- 
secticides, for example, in respect of the distribution of its 
output may then be judged in relation to specific obligations 
placed upon it by the Government. Since, however, normal- 
ly, the public enterprises give priority to the Government in 
the supply of their products, such comparisons are unlikely 
to throw an unfavourable light on the performance of the 
management. 

3. Financial Performance 

The first problem that arises in this context is that of 
making adjustments in the financial results for variations in 
constraints in regard to both production and distribution 
targets. The process by which this would be made is bound 
to be rather complicated. A very good illustration of change 
in constraints is provided by the obligation imposed on the 
electricity undertakings to supply power to rural areas at 
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rates below cost/' The financial implications of this kind of 
obligation can be worked out by separating the costs and re- 
venues associated with the constraints from the aggregate 
costs and revenucSj in the given accounting period. Thus in 
the context of time series comparisons the additional cost and 
additional revenues resulting from rural electrification can be 
deducted from total revenue and total cost in order to make 
the financial results of the year in question comparable to the* 
same relating to those years in which there was no such obli- 
gation. Similar adjustments for purposes of comparisons can 
be made in the financial results of a road transport under- 
taking which is required to provide services on uneconomic 
routes. The Bihar Road Transport Corporation, has been 
under an explicit obligation to provide a state-wide network 
of transport services, even though the service provided on 
many of the routes is unremunerative. In order to make the 
comparisons in view, the uneconomic services provided under 
the compulsive obligations may be separated from the rest. 

Apart from the constraints on production and distribu- 
tion there are constraints on the financial policies of the enter- 
prise which usually bear upon pricing and procurement of 
capital. A few illustrations regarding government’s control 
over pricing in these enterprises have already been given in 
Section I above. Government’s control over the capital struc- 
ture of the public enterprises is on the whole much more 
w-idespread than that over pricing. By and large, the man- 
agement of public enterprises has very little discretion to exer- 
cise in the matter of capital structure. The equity-loan 
ratio, as well as the terms of loans are determined by the Gov- 
ernment and are subject to change from time to time. In the 
case of the Bharat Electronics Limited, for example, the ratio 
of long term loan to total capitalisation increased from 4 per 
cent in 1961-62 to 31 per cent in 1964-65. Alongwith it, the 
amount of interest paid by the undertaking increased from 
1.8 lakh in 1961-62 to 9.8 lakhs in 1964-65. To take another 
illustration, in the case of the Praga Tools Corporation Limit- 

7. In the initial stages, rural electrification turns out to finan- 
cially a loss as it takes some time before th^ load becomes sufficient 
to pay off the total cost of supply. 
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cd the ratiO' of long-term loan to- total capitalisation increased 
from 12 per cent in 1961-62 to 35 per ceni in 1964-65; while 
the interest paid by the undertaking increased from, Rs. 
10,000 to Rs. 5.5 lakhs during the same period. 

The adjustments needed for making allowance for 
changes in these constraints are unlikely to give rise to com- 
^ plicated statistical problems. The effect of a price change on 
the revenue accruing to the enterprise can, for instance, be 
estimated by deflating the figures of revenue receipts by the 
index of price-change prepared for the purpose. But the 
problems arising from the change in other objective conditions 
beyond the control of the management, e.g., input prices and 
qualities are likely to be more formidable, insofar as the end 
results registering the effects of these factors may be iden- 
tical. To take the case of fertilisers, a precise differentiation 
between the effects of a change in the quality of raw mate- 
rials like coal and gypsum and that of inadequate mainten- 
ance of plants would be difficuit to achieve; as both lead to 
the same effect, viz., fall in production. Unless there are 
technically given functions showing the relationship between 
inputs of different qualities and outputs, it would not be pos- 
sible to make anything more than a rough approximation of 
the separate effects of the two sets of factors. Time and 
again such exercises have been undertaken by the Chief Cost 
Accounts Officer at the request of the Government in order 
to provide a basis for price fixation." In the case of transport 
undertakings, variations in such objective conditions are gene- 
rally in the direction of differences in load factor resulting, in 
turn, from differences in demand conditions, and differences 

8. The Chief Cost Accounts Officer of the Ministry of Finance 
examined the costs of the Sindri Factory for 1958-59 and worked 
out the fair ex-works cost of ammonium sulphate produced by the 
factory during 1958-59. The Tariff Commission fixed the fair price 
of ammonium sulphate for that year on the basis of the finch ngs 
of the Chief Cost Accounts Officer. More recently, in December, 
1963 the Chief Cost Accounts Officer w^as asked to undertake an 
overall costing of Sindri and Nangal factories, and estimate the 
likely costs for 1964-65. The CCAO's reports on Sindri and Nanga! 
factories were submitted' to t|ie authorities concerned in March and 
April, 1964 respectively. 
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in the distribution of services between urban and rural, which 
bears upon the cost of service provided. Here again it would 
be rather difficult to make the necessary adjustments in the 
realised revenues and costs for purposes of comparisons. The 
task would be one of exploring the comparable areas of opera- 
tion and estimating the costs and revenues thereon. 

The usefulness of inter-enterprise comparisons of profit- 
ability in terms of rate of return on capital is subject to the 
same limitations as inter-temporal comparisons in respect of 
a given enterprise. Differences in constraints over the opera- 
tions of different enterprises would have the same implications 
for the purpose in view as changes in constraints over time in 
the case of a given enterprise. And, therefore, in all those 
cases in which such constraints exist, the same kind of adjust- 
ments would have to be made as for changes in constraints in 
the case of inter-temporal comparisons. Similarly apart from 
overall comparisons, there may be a good deal of scope for 
partial comparisons between the financial results of specific 
areas of operation in different enterprises. Thus compari- 
sons between the profitability of coal mines of identical cha- 
racteristics in respect of depth, etc., may throw valuable light 
on the comparative efficiency of the managements of the 
units in question. In this particular industry, there is a fur- 
ther possibility of meaningful comparisons between the public- 
ly owned and privately owned units. 

Notwithstanding ■ its limitations, the scope for making 
inter-unit and inter-enterprise comparisons in the public sector 
is much more extensive than what is generally thought of. 
The commercial sector, comprising the distributive agencies 
like the super-bazars, provides an excellent scope for inter- 
enterprise comparisons for the purpose in view. Meaningful 
comparisons can be made between the profitability of differ- 
ent units of state demonstration farms and poultry farms 
as well. The Khadi and Gramodyog units in different states 
also generally satisfy the conditions for a purposive use of this 
technique, since the constraints under which they operate are 
by and large confined to subsidies and taxHconcessions. 
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The other alternative, that of comparing actual perform- 
ance with a prior set standard throws up many very use- 
ful possibihties. The financial prospects of the enterprise can 
be estimated ex-ante in terms of a budget and a break-even 
chart. The budget may be framed on performance-cum- 
business lines showing the details of revenues with reference 
to each item of the product-mix. Similarly, the details of 
cost may be prepared product-wise, showing at the same time, 
the break-up of the same between its different constituents, e.g., 
overheads and works cost. With a view to making an assess- 
ment of the kind under reference, estimates of costs may be 
made with reference to certain norms relating to performance 
on the one hand and the special factors bearing upon cost 
behaviour which are beyond the control of the management, 
on the other. A comparison between the estimated and real- 
ised results both in regard to revenues and costs would pro- 
vide a basis for judging the performance of the management 
on the question of financial performance, although here again 
adjustments would have to be made for the interplay -of un- 
foreseen factors beyond the control of the management. 

The estimates prepared in this connection, may be con- 
solidated in the form of a break-even chart showing the pro- 
fitability of the enterprise at different levels of capacity-uti- 
lisation. The break-even chart shows in a summary form the 
behaviour of costs and revenues in response to variations in 
the output of each commodity. The major advantage of a 
break-even chart is that it focuses attention on the financial 
results of the operation of the enterprise and provides an ins- 
trument for a continuous check on the factors bearing on it. 

To take an illustration, a cost and revenue estimate and 
a break-even chart in the case of the Bihar Road Transport 
Corporation can be prepared in the following manner. The 
services provided by the Corporation can be put into two 
categories according to the fare charged for the same. The 
cost in respect of each category of services can be classified as 
; (i) fixed charges comprising (a) depreciation on assets 
-'(mainly buses here), (jj) interest, and (c) share in cost of 
«.he;^-office, and workshop, and (ii) variable charges compris- 
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ing (a) cost of fuel, (b) cost of labour, and (c) expenditure 
on inaintenance. ' 

For any given year, the fixed expenses on each category 
of service can be plotted to show the size of expenses at dif- 
ferent levels of output. Alongwith it an estimate can be 
made of the revenue accruing to the Corporation at different 
levels of services provided, on the assumption of a given load 
factor. In case, the load factor is somewhat unpredictable, 
in ,tlie sense that there is a likelihood of substantial variations 
in it, two or three separate estimates can be made on the basis 
of diffierent assumptions regarding the load-factor. The point 
of irfterSection between the revenue curve and the total ex- 
penses curve will give the level of output a:t which the Cor- 
poration will be just covering its costs with, its revenues. 

, . The results , of the operation of the enterprise can also be 
plotted, in terms of a break-even chart in the same way. A 
comparison between the ex-ante and post-facto break-even 
charts will provide a summary resume of the factors bearing 
on the profitability of the enterprise. With reference to a 
ropd transport undertaking, the excess of realised profits over 
the budget estimates will be reflected either in a shift in the 
revenue curv^e or a shift in the expenses curve. If the realis- 
ed load factor turns out to be more than the budgeted esti- 
mates, the revenue curve will shift leftward. In case the 
realised costs are lower than the budget estimates for the 
same, the total expense curve will shift downward. In either 
case the break-even point will move leftward. 

If the price level is fixed for the accounting period 
in question, as is likely to be the case in most public enter- 
prises, the break-even analysis will show the extent of success 
achieved by the management in effecting economy in cost over 
the budgeted estimates. It would not, however, indicate the 
extent to which changes in costs are accounted for by factors 
within the control of the management and factors outside the 
control of the management. In order to make an assessment 
of this type it would be necessary to make a further analysis 
of input-efficiencies, in the enterprise.® • 
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4. The Quality Criterion 

As pointed out in the previous paper, the general mea- 
sure of quality of output is provided by its acceptability by 
consumers. The precise indices of the same would, however, 
differ from industry to industry depending upon a multipli- 
city of technological and other factors. 

In some cases changes in quality have a direct bearing 
on the financial results of the enterprise, in others they bear 
upon the convenience of the consuming public only. In the 
case of public utilities like passenger road transport and elec- 
tricity supply, the financial implications of variations in 
quality may not be very significant. On the other hand, in 
the engineering industry quality variations may be reflected 
in enormous variations in financial results. An important 
task associated with the application of this criterion is the 
estimation of the financial implications of the management’s 
performance in this regard. 

Two main types of factors are likely to bear upon the 
quality of output produced. In the first place, the objective 
of producing a certain category of output may implicitly 
lower the average quality of the aggregate output. Secondly, 
a fall in the availability of raw materials of requisite quality 
may affect the quality of output adversely. In the 
fanailiar case of road transport undertakings, the obliga- 
tion to provide services to certain rural areas may well affect 
some such indicators of quality of services provided as “aver- 
age number of accidents per lakh of bus-miles”, and “average 
number of break-downs per 10,000 miles”. Similarly, the 
non-availability of spare parts may well influence these indices. 
Accidental factors such as communal disturbances and stu- 
dents’ unrest may further contribute to the effects of the 
above factors. In the case of manufacturing enterprises, the 
major limitations in this respect are likely to arise from varia- 
tions in the quality of inputs. One of the best examples of 
this is provided by the railways which had faced a lot of 
difficulty in providing adequate and timely services during 
the later part of the SeCond Plan period on account of pau- 
"city' of cpal. 
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Notwithstanding the limitations arising out of the above 
factors, there will be considerable scope for the application of 
aggregative measures of quality of performance if the overall 
effect of the factors in question is marginal in character, as 
it is likely to be in most cases. 

Further, selective comparisons can always be made in 
this regard with a view to making the necessary assessments. 
Thus in the case of road transport undertaking, time-series 
data in respect of the indices of quality of performance can be 
collected with reference to individual routes and comparisons 
can be made between the aggregates relating to comparable 
areas of operation. 

Inter-enterprise or inter-unit comparisons are subject to 
the same type of limitations as inter-temporal comparisons. 
The major areas in the public enterprise sector in which such 
comparisons can be made arc rather limited. This is primar- 
ily on account of the lack of competing enterprises in those 
cases in which the output is homogenous and because of speci- 
ficity of output in other cases. In a few cases including the 
Hindustan Antibiotics, and the Bharat Electronics, a part 
of the output of the enterprise is homogenous and standardis- 
ed and is sold in competitive markets thereby permitting qua- 
lity comparisons in a limited way.* 

The other dimension of comparison, that between the 
actuals and some standard norms of performance, would 
necessitate building up of some quality-standards. In the 
case of electricity supply for instance norms may be laid down 
in regard to voltage of power supply. Alongwith it, the num- 
ber of permissible breakdowns can also be predetermined. 
The extent to which purposeful standards can be laid down 
in the case of manufacturing enterprises would depend upon 
the homogeneity and technical characteristics of the output. 
In the case of homogeneous output, a common standard of 
quality specifying the technical properties of the product can 


9. The Hindustan Antibiotic's nMjor |^roduct is penicillin 
while that of the Bharat Electronics is valves. • 
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be laid down for the entire output level. Thus in the case of 
the Fertiliser Corporation of India, the quality norms of the 
fertilisers produced can be laid down in terms of their nitrogen 
content. If, however, the output is made to order, i.e., to 
meet the specific requirements of the customers, the standards 
of quality will have to be determined for each product spe- 
cially. This for instance, is likely to be so in the case of most 
of the outputs of the Heavy Engineering Corporation. The 
HEC largely caters to the needs of the steel industry and the 
Job orders are such as to take a long time to complete. Fur- 
ther, in the case of many items, the actual quality of the equip- 
ment can be tested only after they are installed in the plant in 
question. In this circumstance, it will be difficult to judge 
the quality of the product on the basis of an ex-ante standard 
of technical perfection. 

5. Comparisons of Input Productivities 

As was indicated earlier in Section 2 above, comparisons 
of input productivities may be used as a supplement to the 
analysis of financial results. The basic purpose of this kind 
of analysis is to show the efficiency of the management in en- 
suring economy in the use of resources. The analysis of this 
can be made in aggregative terms for the enterprise as a 
suring economy in the rise of resources. The analysis of this 
enterprise. As in the case of the other criteria, the latter 
•would be necessitated to allow for the effects of constraints. 

Measurement of input-productivities throws up rather com- 
plicated problems of measurement of inputs and outputs. If 
the output of the enterprise is homogenous, simple ratios 
can be built up for the purpose. A case in point is again 
that of passenger road transport. Some relevant ratios for a 
road transport undertaking would be (1) value of services 
providMjactual capital invested, (2) bus-milesjtotal capital 
invested, (3) bus-milesjtotal labour employed, (4) bus-miles| 
total fuel consumed, (5) expenditure on maintcnanceinum- 
ber of buses, (6) aggregate working capitaljnumber of buses, 
. ' . • , ^ ; 
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and (7) aggregate, stores [number of buses. A few other ratios 
indicating the factors underlying changes, if any, in the above 
may be the following: (i) number of absenteesltotal work 
force, (ii) turnover of buses in workshops [current expenses in 
workshops, (iii) number of breakages and accidents| aggregate 
bus-miles. If, however, the output is not homogenous as is 
true of enterprises like the Heavy Engineering Corporation 
and the Mazagon Docks Limited, the task of building up 
ratios for the purpose will be somewhat more complicated. 
Output, in such cases, will be measurable only in value terms, 
and in the context of changing input prices, inter-temporal 
comparisons between productivity of capital over time may 
well turn out to be misleading. The same would be true of 
comparisons of labour-productivity. Deflating input prices 
may not be of much help in this context since the input com- 
ponents of different products are not likely to be identical. A 
further difficulty may arise in the case of such enterprises 
from the fact of relatively long time taken in finishing the 
job orders. A blast furnace manufactured by the Heavy 
Engineering Corporation, takes about three years to complete. 
Similarly, a ship manufactured by the Hindustan Shipyard 
may be completed in two to three years. An important impli- 
cation of this in the present context is that the value of output 
produced in the accounting period of one year will cease to be 
an unambiguous and unique magnitude. In the absence of a 
value measure, the only measure left would be that given by 
the cost of inputs. The use of money costs as a measure of 
output will make the ratio tautological in character. 

In most cases in which output is not homogenous, it may 
be more useful to compare the structure of costs rather tha-n 
input productivities. The structure of costs would show the 
input-combinations needed to produce a given product. Thus 
the cost structure of a blast furnace manufactured by the 
Heavy Engineering Corporation can be compared with the 
cost structure of the same produced in Czechoslovakia. The 
same would apply to a number of its other products like min- 
ing equipment, coke oven and by-product equipment, and 
rolling-mill equipment which are nbl? being produced in India. 
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A comparison of this kind may throw useful light on the tech- 
nical as well as organisational deficiencies of the production 
process. 

The extent to which meaningful comparisons can be 
made in respect of different inputs would depend upon ( 1 ) 
the technical characteristics of production, and (2) the extent 
of homogeneity in the inputs. The existence of joint costs is 
invariably a hurdle in the way of measurement of productivity 
of at least one important input, viz., capital. Economic 
science has not so far been able to solve the problem of 
allocation of joint costs between different products with a 
sense of , finality. Emergence of by-products may also give 
rise to problems of a similar kind. To take an example, the 
Hindustan Insecticides Limited is producing a number of by- 
products including hydrochloric acid and sulphuric acid. The 
‘ sales, value of the by-products have been increasing since 1956- 
57. This may however, be somewhat misleading insofar as, 
to a certain extent, the increase in sales values of by-products 
was by reason of an increased effort on the part of the man- 
agement to utilise the waste material and an expansion in the 
market for the same. In this particuar case, increase in pro- 
ductivity need not indicate an increase in the efficiency-in-use 
of capital. If, however, output is measured entirely in terms 
of technical DDT, wffiich is the main product of the HIL, 
productivity of capital will indicate the efficiency-in-use of 
capital as well. 

The financial implications of variations in input efficien- 
cies can be assessed by constructing a “pyramid of ratios” for 
successive accounting periods in the context of time series com- 
parisons and for different enterprises or units if the objective 
is to make inter-enterprise comparisons. In making inter-tem- 
poral comparisons, care would, of course, have to be taken to 
make adequate allowance for price-changes. A structure of 
ratios used by British management consultants in given on 
page 41. 

One great merit of the above structure of pyramids is 
that it accounts for variations in costs and profit per unit of 
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the commodity and sendee sold as well as the rate of return 
on capital. A variation in the availability of inputs would, 
for instance, be reflected in the ratio, cost of materialsjsales. 
The ratios (10) to (15) would show the effectiveness with 
which capital is utilised. 

Comparisons in terms of pyramid of ratios would be 
more useful in the case of manufacturing enterprises than 
public utilities and distributive and promotional kind of enter- 
prises. The reasons for the fall in the surpluses made by the 
Sindri Fertiliser Factor}^ from 1962-63 to 1966-67 on account 
of fail in production, a rise in input prices and a decline 
in input qualities can be easily discussed by way of changes 
in the relevant ratios. 

The third alternative, that of comparisons with normative 
standards may be of considerable value insofar as this cri- 
terion is concerned. The possibilities in regard to setting stan- 
dards of input productivities are quite extensive in almost every 
industry in W'hich public enterprises have been set up. To 
take a few examples, standards of input efficiencies can be 
effectively set up in the case of Hindustan Insecticides, Ferti- 
liser Corporation of India and the National Coal Development 
Corporation. In the case of Hindustan Insecticides, the 
standards can be laid down specifying the consumption of its 
major inputs comprising alcohol, benzene, chlorine and 
olium, per metric ton of D.D.T. produced. As for fertilisers, 
ratios may be constructed showing the requirement of coke 
and gypsum per ton of ammonium sulphate produced. Simi- 
larly, ratios may be built up showing the consumption of 
r electricity and limestone per ton of CAN produced (at Nan- 
gal)., In the case of passenger road transport, the relevant 
ratios would be mileage per litre of diesel, petrol, and lubri- 
cants. Here it may be more purposive to construct the stan- 
dards for different routes individually and for different cate- 
gories of buses, rather than for the enterprise as a %vhole. 

Standards can be built for a job-order type of an enter- 
prise as well. Lack of homogeneity and specificity of output 
v/ould, however, neces^itate^building up of standards with ref- 
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erence to each unit of output separately. Thus in the context 
of the Heavy Engineering Corporation, norms of input-usages 
can be determined for every item produced such as rolling 
mills equipment, blast furnace, and crane equipments. These 
norms would, however, be of the kind of best possible estimates 
drawn on the basis of the basic technical functions, since there 
would not be much of past experience to draw on. Indeed, 
an important factor preventing the Heavy Engineering Cor- 
poration from laying down such standards has been lack of 
experience in handling similar tasks. 

In order to facilitate comparability (as also to provide 
a mechanism for a continuous check on the operations of the 
enterprise) the standards can be built up into the production 
and cost budget of the enterprise. In preparing the budgets 
many of the constraints and the limitations that the manage- 
ment is subject to can be taken into account. Thus it may 
be possible to anticipate the effects of non-availability of raw 
materials of the requisite quality on factor productivities to a 
considerable extent and make allowance for it in the cost 
budget of the enterprise. Changes in constraints are usually 
known insofar as they relate to basic policy matters. At pre- 
sent, however, few enterprises make the necessary exercises 
for the purpose, and their budgeting is largely based on the 
past results of the working of the enterprise. 

The study of input efficiencies may be supplemented by 
a further analysis of some of the basic factors bearing on the 
same. These are, in the main, (1) availability of right type 
of raw materials, (2) adequate maintenance of plant and 
equipment, and (3) labour relations. The last of the three 
has, in particular, tended to become a very important factor 
determining the productive efficiency of industrial enterprises 
in India during the last few years. Comparisons of some of 
the important indexes of good labour-management relation- 
ship would throw useful light on the reasons for variations in 
input productivities. These indexes may comprise (i) man 
days lost, (ii) number of strikes, (iii) man days lost in strike, 
(iv). total of incentive earnings, and (^^v) total amount of pro- 
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duction bonus and attendance bonus earned (with reference 
to a given accounting period). 

6. Concluding Notes 

The efficiency of an enterprise depends upon (1) how 
far the decisions regarding investment satisfy the accepted 
criteria of efficiency, and (2) how far does the productive 
<uctivity satisfy its implicit and explicit objectives, given a cer- 
tain size of investment. Apart from the above, accidental 
factors may also bear upon the same, about which it would 
be difficult to make a generalisation. 

The management of an enterprise may have a say in 
both the functions. But in the Indian context, investment 
decisions in the public sector are largely outside the range of 
the management's discretion. Decisions regarding the mag- 
nitude as well as the location of investment are taken at the 
level of the Government department. If the case is that of 
expansion of ail existing plant, the management of the enter- 
prise in question w^ould definitely have a major say in the 
matter. Such cases are, howe\^r, very rare at present, (HMT 
is an example), as very few enterprises in the public sector are 
at the moment in a position to effect a reinvestment of capital 
on a substantial scale. In any case, in the ultimate analysis, 
the Government does exercise considerable measure of control 
over the investment policies of public undertakings. 

But it is the responsibility of the management to ensure 
that the investment made is properly utilised, that the output 
of the enterprise is of the desired quality and is produced in 
••the right quantity, and further that the cost of production is 
at the minimum possible level under the given conditions. 
The management can hardly be absolved of its responsibili- 
ties in these directions. 

The range of discretion of the management in regard to 
both the formulation of policies and their impiementation is 
limited by two sets of factors. In the first place, there are 
externally imposed constraints which restrict the freedom of 
the management in realising^ the commercial objectives of the 
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enterprise and putting the resources at its disposal to the best 
use. These constraints extend to a wide range of policy mat- 
ters relating to output, pricing, distribution of products, per- 
sonal management and labour relations. In the second place, 
the parameters governing the operation of the enterprises are 
very often outside the control of the management. A few im- 
partant of these are input-prices, demand fluctuations and^ 
availability of raw materials. 

It is not that these factors arc specific to the public enter- 
prise sector. In a regulated economy that we have, a large 
range of private enterprises operate under similar, though 
perhaps less rigorous, limitations. However, in the case of 
private enterprises, the management-goals arc less diversified 
and accountability is more specific than in the case of public 
enterprises and this makes a good deal of difference insofar as 
the task of assessment of the management’s performance is 
concerned. 

The limitations on the management’s discretion and the 
variations in them render the task of making meaningful com- 
parisons for the purpose in view somewhat difficult. The 
greater the limitations on the management’s discretion, the 
greater would be the risk of mis-interpretation and thereby the 
greater would be the need for sophistication in the analysis 
for the purpose. The task would be specially difficult if the 
objective in view is to make an overall analysis of the man- 
agement’s performance. 

Notwithstanding the limitations arising out of the above 
factors, the prospects in this regard are not as they may, on 
the face of it, appear. In the first place, the constraints on 
the management’s discretion do not alter very frequently, and 
even when they alter, the magnitude of the change is not very 
marked. The situation being such, time-series comparisons 
of very useful type can be made for the purpose in view. 
Secondly, in the case of most enterprises there is a great deal 
of scope for developing standards for judging actual perform- 
ance, The possibilities in this regard are yet to be fully ex- 
plored. Thirdly, with growing mdustrialisation both in the 
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public and the private sector, the possibilities of making inter- 
enterprise and inter-unit comparisons for the object in view 
will rapidly increase. There are a number of industrial sec- 
tors, in which both public and private units have been set up 
and it is possible that in due course, they would be competing 
with each other. 

f- There is one point in this context which needs very’- care- 
ful attention. And that is that the Government should lay 
down the priorities among the management goals precisely 
and should also, if possible, decide about the relative weights 
that would be assigned to these. This is specially necessary 
in view of the fact that these goals may conflict with each 
other. In the absence of this, the management may lose the 
sense of direction, and, in retrospect, may be judged wrongly. 
The experience of the Soviet Union in this regard may be of 
some relevance in the Indian context. 

Since 1934 the Soviet planners and economists have been 
engaged in the task of developing proper criteria for the 
measurement of success of the management in the Soviet enter- 
prises. Although attempts were made to work out an integrat- 
ed financial criteria for the purpose, its limitations were always 
recognised, and other, indices relating to the management's per- 
formance, e.g., reduction in costs, achievement of output 
targets and improvement in quality of products were also used. 
The evaluating authorities did not, however, maintain con- 
sistency in their approach and the relative weights attached 
to the various criteria differed from enterprise to enterprise 
^and from time to time. As a result of this, may managers 
had to suffer for having apparently misdirecting their produc- 
tion efforts. 

In the interest of a proper discharge of managerial func- 
tions, it would, therefore, be desirable on the part of the 
Government to lay down the criteria on which its performance 
is likely to be assessed. What these criteria should be would 
depend upon a number of factors and would differ from enter- 
prise to enterprise. In the preceding article an attempt was 
made to suggest a set of criteria for the purpose^ But in \iew 
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of the mutiplicity and complexity of objectives with which 
public enterprises are established, it may be necessary to have 
a specific set of criteria for each enterprise individually. 
The relative weights attached to different management-goals 
in the public enterprises are very often widely differing as a 
result of which the criteria applicable in the case of one m^y j 
not be same in the case of another. A trading concern may, 
for example, give a greater priority to purely commercial 
considerations of profitability than a public utility enterprise. 
Further, in case of defence undertakings the output and cost 
criteria may be of much greater importance than the finan- 
cial criterion of profitability. 

If the criteria are to be determined externally, what is 
the agency which should bear this responsibility? There are 
tw^o alternatives in this regard. One is that the parent min- 
istry of each enterprise should take up this task. This would 
ensure a correspondence between the basic objectives with 
%vhich the enterprise is established and the structure of cri- 
teria proposed for its evaluation. The other alternative is 
that of an independent agency like the Comptroller and 
Auditor-General of India. The competence of the latter body 
has already been discussed in the previous paper. At this 
place, it may simply be mentioned that the time available to 
this agency may not be sufficient to cope up with the task. 
With the increase in the number of public enterprises in the 
country, the sheer burden of work involved in this connection 
may be too much for this agency to bear. On the whole, 
therefore, it may be more appropriate to leave it to be borne 
by the parent ministries concerned. But, whatever be the 
agency concerned, it would be worthwhile to associate the 
management of the enterprise in the determination of priori- 
ties in the criteria. 



MEASUREMENT OF THE MANAGEMENT’S CONTRIBUTION 
TO PROFITABILITY 


(Some Methodological Problems of a Case Study of the 
Bihar Road Tramport Corporation)^ 


I, Preliminaries 

The object of this paper is to present, in brief, a summary 
of some of the methodological issues emerging in the empiri- 
cal part of a research project on the measurement of the 
operational efficiency of public enterprises. As a part of this 
project, it was proposed to suggest a methodology for assess- 
ing the contribution of the management to the change in the 
profitability of public undertakings. The research project 
was sponsored by the Indian Institute of Public Administra- 
tion, New Delhi. 

In a pioneering kind of study of this type, there was 
little to draw from the existing literature for evolving an ap- 
propriate methodology for the purpose. The process by 
which this could be done was fairly tedious and in the ulti- 
mate analysis only a fair approximation to the ends in view 
’could be achieved. In the following sections an attempt has 

L This paper was written jointly by Dr. G. P. Keslia%^a and 
Shri S. A. Khan, Research Fellow in the A. N. Sinha Institute of 
Social Studies, Patna- L The authors are grateful to Prof, H. K. 
Paranjape for giving the basic inspiration to make an effort in this 
direction; to Prof. A.K. Das Gupta for his comment on some of the 
methodological issue relating to the research project; to Siiri G.R.N. 
Singh, Chief Statistician, and Shri Jagdish Sinha, Head of the 
Planning Unit, of the Bihar Road Transport Corporation for provid- 
ing the necessary materi^. for the study, and to the authorities of 
the A.N. Sinha Institute of Social Studies, Patna, for extending dudr 
co^Speratson in condi^cting the study. 
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been made to give a resume of the various steps in the pre- 
paration of the methodology, elaborating at the same time, 
the practical difficulties in the analysis arising from inade- 
quacy of material The intention is to present an account 
of how the task was handled through its various stages. 

The following section provides the general background 
and objectives of the study. The next three sections explain 
the strategy used for analysing the contribution of different 
factors to change in each of the three primary variables deter- 
mining the profitability of the enterprise, viz., revenue, cost 
and capital. The sixth section is devoted to a discussion of 
the alternative ways in which the results obtained from the 
preceding analysis could be integrated to give the final re- 
sults. The last section contains some concluding remarks re- 
garding the project. 

In order to facilitate exposition, the paper has been draf- 
ted in the form of a personal essay. The order in which the 
material contained in this paper is presented corresponds to 
that in which the problems referred to emerged in the course 
of work on the above mentioned research project. 

2 The Setting 

2.1. The subject of the research project on which we 
were working was “Measurement of Operational Efficiency 
of Public Enterprises”. One of the major objects of the 
study was to suggest a methodology for assessing managerial 
efficiency and test the suitability of the same with refer- 
ence to one undertaking. For certain reasons largely related 
to availability of data, the Bihar State Road Transport Cor- 
poration was selected for the latter purpose. With regard to 
the empirical part of the work the focus of our study was 
mainly on the measurement of change in the operational effi- 
ciency of the enterprise in question during 1959-60 to 1964 
65. As a part of this endeavour, it was proposed to make an 
analysis of the change in the surpluses earned by the enter- 
prise from one accounting period to another. The purpose 
behind this was to locate the factors accounting for the change 
in the rate of return on capital and»mealure the contribution 
of eacli of these factors to the same. ^ ^ 
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2.2. The rate of return on capital is a ratio between the 
E^ross surplus earned by the enterprise and the capital invest- 
ed, and the gross surplus, in turn, is the difference between 
gross revenue and aggregate cost. Analysis of change in the 
rate of return on capital would have, therefore, to proceed 
through the analysis of change in each of these three 
major determinants of the rate of return on capital, 
viz., gross revenue, aggregate cost and capital invested. 
With reference to the Bihar Road Transport Corporation, our 
problem was to find out the factors which brought about a 
change in the values of these vaiiables and the extent to which 
each of these factors contributed to the change in the rate of 
return on capital. 

2.3 The main objective behind this factorwise analy- 
sis of revenue and cost was to measure separately the contri- 
bution of ( 1 ) the factors within the ambit of management’s 
control, and (2) the factors outside managerial control, on 
changes in the rate of return on capital. The determi- 
nants or the factors had to be selected in such manner as to 
enable us to make an assessment of this kind. Our first task, 
therefore, was to undertake an examination of the cost and 
revenue data of the Corporation from this viewpoint. This 
was to be followed by construction of models explaining- 
changes into each of the three variables, viz., (I) aggregate 
revenue, (2) aggregate cost, and (3) aggregate capital invest- 
ed. The last stage of our work is to fit the model into the 
available operational statistics of the Corporation. 

3. Analysis of Revenue 

3.1. The main factors determining the aggregate reve- 
nue of the corporation, or for that matter, change in aggre- 
gate revenue between successive accounting periods, were ( 1 ) 
the volume of ser\'ices offered by the enterprises for sale, (2) 
the extent to which the Corporation was able to sell its ser- 
vices, and (3) the price of the services. The volume of ser- 
vices offered, in turn, appeared to be a function of the produc- 
tive capacity of the enterprise on the one hand and the inten- 
sity of utilisation of,this ^capacity on the other. These factors 
^ a'ccouhfed for the revemie from passenger fares which 4n turn 
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accounted for an overwhelming part of the gross revenues of 
the Corporation. A small part of the gross revenue consisted 
of collections from other sources, e.g., postal mail services and 
rent. 

3.2. In the light of the above, a total revenue function 
Vv-as constructed to show the relationship between gross reve- 
nue as the dependent variable and the factors determining 
ihe size of gross revenue as an independent variable. Since 
the Corporation happened to be a multi-product firm, in the 
sense that the services it offered could be put in two cate- 
gories on the basis of the fare (i.e., the price) charged for 
each, a revenue function was constructed for each category of 
service in the following form: 


where 


s=- 


s.x.p=r 
services sold 


.( 1 ) 


' services offered for sale’ 
x= services offered for sale 
p=price or fare per unit of service sold, 

and r— total revenue realised from any category 

of service in any accounting period. 

Marking the variables relating to the two categories of 
services offered by suffixes 1 and 2 total revenue function 
for the Corporation was constructed, as follows: 

SiiXiiPii'\-SziX2ip^i-\-ei=Ri ••( 2 ) 

where revenue from sources other than passenger 

fare in year i 

and gross revenue of the corporation in year i 

3.3. By expressing gross revenue in terms of the vari- 
ables, s , X and p, the above function provided a means for 
Analysing the change in revenue over time in terms of change 
in the values of these variables. 

Thus if i?,. and represented the aggregate revenues 

of the corporation in year and ^/i+n respectively, the 
change in revenue during this period would be given by 

— {sti Xu pii-i-Szi Xzi — ^i) •••(3) 

where^the second suffixes on the right hand side denote the 
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accounting periods. Now, denoting the change “ 

the relevant variables during the period y, to with a A 

sign, i.e. 

Pui+n^Pti+ 

et4-tt==^i+ 

etc. etc. etc. 

the above equation for change in revenue could be written as 

+(iai+ A 52i)(X2i+ A X 2 i){pti+ A pii)s _ 

— {SliXiiPli+ Sailf2iPai}d' A^i . , j u 

The ri-ht hand side of the above expression provided the 
basis for measuring the contributions at different factou, 
individually or severally to change in aggregate > 

vided the values of da.,. A... etc. uere all knmvn. 

3.4. The most important factor 
of the areas revenue and thereby contributing the largest 
loom ?n the change in revenue was found to ^ 

Therefore we decided to analyse the output ^nd study 
effects of relevant factors on the magnitude of the output. 

After a careful consideration of the factors bearing on 
output, it appeared proper to take “seat-mdes as the unit 
of output. The principal variables 

output were (1) number of buses at the disposal of the Cor 
poration (2) average seating capacity of the buses, and ( ) 
OTerage mileage given by the buses in miles per bus. Th 
following multiplicative expression was found quite satisfac- 
tory for explaining the variation in the output, k due to above 

three factors. ,, j 

X^h.CM. 

where &=the number of buses at the disposal of the 

Corporation, 

c=average seating capacity of the buses, and 

ii= average mileage given by the buses in miles 

per bus in any accounting period. 

9 . The expressjonfs) is again o£ the kind o£ a cMnitional 
equation. The reasoif for easing this type of equation is the same as 
"■pointed out with reference to expression (2). 
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3.5 The above output function could be used to ex- 
plain the change in each category of service offered by the 
Corporation over time in terms of the individual and com- 
bined effects of changes in the variables c and u. The 
change in the services offered by the Corporation between 
year i and year could be expressed as 

Xij^n — = bij^n^i^n biCiU • * ‘( 6 ) 

the suffixes to the variables denoting the periods to which the 
variables in question related. Denoting the change in the 
independent variable with a sign, so that 

biJLrL^bi-\- Abi 
Ci.Ln==^i+- A 
Wi+n = Wi+AWi 

the above expression for the change in output between the 
accounting periods?/^, and could be written as 

— Xi = A biC (Ui -p A CiUi 4- biCi A Wi -1- A i i A Cim 

-j- bi A A Wi 4“ A biCi A l/j 4" A bi ACiAUi (7) 

For the two categories of output xi,i^„ and X 2 ,ii.n the 
above expression could be written as : 

= A Xui 

— Xi,i^ /^bii^iiUii’^bii /^CiiUii-j-biiCiiAUii 

4- A bli A CliUli+bli ^Cii A Uii+ A bliCu Am 
4“ Ai!?ii ACii AWii •••(B) 

= A 

and, 

X 2 — X2?i == A b2iG2iU%i 4~ b^i A G^iUzi 4“ b^iO^i A U^i 

4“ A b^i A ^2021’^ bii A 02i A U2i 4~ A A U2i 

Ab2iAG2iAU2i ***(9) 

These two functions could be called as “output functions.’’ 
These alongwith the “revenue function” of expression (4) 
provided an almost complete framework for making a factor- 
wise analysis of change in revenue with the objective in view. 

3.6. The analysis of data following these models was, 
however, turned out to be a difficult taskt In the first place, 
there were some difficulties in giving an operational content to^ 

m'.'' 
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the conceptual variables. In the second place, the inadequate 
correspondence of the available data to the vaiiables of the 
models gave rise to some different problems. Lastly, we were 
confronted with certain gaps in the data which greatly obstruc- 
ted a neat application of our models. 

3.7. In respect .of the analysis of services offered (or 
change in the same) the “output functions” provided for the 
number of buses as a variable. With reference to the account- 
ing period of one year, the number of buses at the disposal 
of" the Corporation did not turn out to be a definite quantity 
as new buses were being added to the existing fleet in every 
year of the period covered by the study. In this context the 
best approximation to the number of buses at the diposal of 
the Corporation during any year would be given by the aver- 
age of the daily fleet strength of the Corporation for the year 
in question. 

Unfortunately, however, data in such detail were not 
available, making it incumbent on us to search for an alter- 
native basis for making the required estimates. Another fac- 
tor contributing to this was that the aggregate fleet strength 
turned out to be a rather unrealistic measure of the operating 
capacity of the enterprise, as it included many ^ buses which 
were not in a running condition. A more realistic indicator 
of the operating capacity of the enterprise was provided by 
the buses held by the administrative divisions of the Corpora- 
tion, which was bearing the responsibility of providing the 
services. 

Keeping in view the availability of material and the 
objectives of the study we decided to adopt the buses held by 
the divisions as a measure of the operating capacity of the 
enterprise. Data on the number of buses held by the divi- 
sions on the last day of each month were available, and an 
average of these for the year provided a fairly good approxi- 
mation of the operating capacity of the Corporation during 
the year in question. 

3.8. The difficulties arising from the gaps in data were, 
however, more formidable. The revenue function had, apart 
frorrT revenue, six major variables of the first degree compris- 
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iiig the two categories of services provided and ^^2 
prices Pi and jig and the realisation ratios and in respect 
of each. For arrhing at a correct estimate of aggregate 
revenue on the basis of our revenue function, it was necessary 
to have information regarding each of these variables sepa- 
rately in each accounting period (here financial year). But 
and P2 were the only variables regarding which adequate 
information was available. The available data on services 
provided were inadequate to the extent that while total seat- 
miles provided was known, the distribution of this total bet- 
ween ^’1 and rrg was not known. Similarly, data on the dis- 
tribution of aggregate services sold between the two categories 
of the services provided could not be obtained. 

3 . 9 . Apparently the implications of the above were 
rather disappointing. With such gaps in data we could not 
estimate aggregate revenue on the basis of our revenue func- 
tion, nor could we make a factor-wise analysis of change in 
revenue between different periods. A substantive modifica- 
tion in the function therefore became inevitable. The first 
step that we took in this direction was to ignore the distinc- 
tion between the two categories of services. Thereby the ori- 
ginal revenue function could be simplified to the following 
form 

S.Z.P.+e=-R 
aggregate services sold 
aggregate services offered ’ 

= overall realisation ratio, 
oi-t-02 foi=part of Xi sold 

to2=part of X2 sold 

Z=Xi+X2==aggregate services offered, and 
p„£l£ii£ 2 £i.=vveighted average of price. 

0l-t02 

Actually the revenue written in the above form was in 
no way materially different from the previous one for opera- 
tional purposes. Also it was not an improvement over the 
previous one. We could not estimate S for the simple reason 
that Oj-j-Oj was not known. For the same reason P also 
couM not be estimated. Thus iCdid not enable us^to esti- 
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mate the aggregate revenue on the basis of the values of the 
independent variables. The main advantage of writing the 
function in the above form lay in that it opened a way for 
making the factor-wise analysis of change in revenue which 
was our main objective. 

3.10. The main difficulty in making an analysis of 

change in revenue on the lines indicated by the previous func- 
tion (expression 2 above) lay in the non-availability of infor- 
mation regarding the values of the major independent vari- 
ables and in any year as well as changes therein 

between different years. The new function was also subject to 
the limitation arising from non-availability of the values of its 
major variables. But it was possible to measure the changes 
in the values of its variables over time with a fair degree of 
accuracy. Thereby, it enabled us to separate the contribu- 
tion of the different factors to changes in aggregate revenue 
over time. 

3.11. A careful scrutiny of the pattern of expansion of 
the operations of the Corporation led us to conclude that the 
proportion of each category of service (x^ and iCg) to total 
services provided would not undergo a substantial change 
over a short period of say two to three years. For purposes 
of the analysis in view, we assumed that the ratio between 
ajj and remained constant between any two consecutive 
years. This, in the first place, made it possible for us to 
estimate the change in services sold between consecutive years 
from the available information in the following way: 

Denoting the constant ratio between the two categories 
of services sold by p, so that 



or, 

total revenue in year z=Ri was given by Oiipui^ 02 iPM ...(11) 
and total revenue in year z+j^=R{ 4 n was given by Pijf+n 

...( 12 ) 

assuming that the peaces ^did not undergo any change bet- 
ween year tand year ^ 
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Dividing (12) by (11) above and substituting Oz in terms .of 
Oi, we got 


i-t-n) 


and if pu^Pu^n and /? 2 i=/? 2 ,Hn (and it was found to be true) 


then 

i.e., 


Oiiixn ^i+n 

On Ri 

Ou t4-n=Oii X 


Ri+n 

Ri 



Similarly, 


O^ii^n — Ozi X 


RiJ^n 

w 


...( 14 ) 


3.12. In other words, aggregate services sold in year 
i+n could be higher than that in year i in the same propor- 
tion as aggregate revenue in year i^n was higher than the 
same in year i. The expression (12) above could be modi- 
fied to allow for price changes between year 2 ^* and year 
Thus if the prices of each of the two categories of services in 
yij^n were higher than those in yi by the multiple m® the 
expression (12) above could be written as 

Rij^n — ^OinJif.npli’'^OflOzn-\-npn 

= n2,i+np2i) • -(1 5) 


3.13. The assumption that [m stayed constant further 
made it possible to estimate the change in the realisation 
ratios between consecutive years, on the basis of the available 
data on aggregate revenue, prices and aggregate services 
offered in each year. On this assumption, the ratio between 
the over all realisation ratios relating to any two accounting 
periods turned out to be the same as the ratio between the 
revenue per unit of service offered in the corresponding ac- 
counting period. Expressed in symbols 


Rj^n^i 

Si 'RiX'ij^n-' 


&, say 


3. As a matter of fact, this was the on V km<?of price change that we 
came across in the epurse of ouj 
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from which it followed that if B be known, AS'j could be cal- 
culated, for 

if 

Oi 

and 54„— 5i+A5i 

then Si+ASi=dSi 
or AS'£=(0-l)5'i 

3‘14. The method by which this result was arrived at was 
as follows ; 


so that 
and 


Let A, represent ^E!S»K Revere , 

Average price 

Ri 






0liPli-\-02iP%i 
^ RjJr-n 




R 


^4-n 


kiPui^n-^^P^iiJ^n) p2i) 

Substituting p.on for o^i we have 


A,= 


or 


Oii 


OliPl%'¥ pOliP2i 
i{pli’\'pli) 


o%i~ 


Similarly, 
and 


Pii-^PPzi 
lK{pii+Pzi)P 
{pli-^PpZi) 
iAi(pii+j^2i)( 1 +p} 

(Pli’i^PpZi) 

Proceeding in the same way it can be shown that 

Plii^n'^ PpZ^iJun 

Assuming that the prices in the year i+n are the same as in 
year /, f.e,, Pu—Pi^i+n and p4=^p%, i+n then the expressions 
(16) and (17) above could be written as 

Oii+02i = ^i^i 

pj= i(7^3.t4“P2i)(l +P )_ 


^^l9i+n + n25i+n= 


.•.(16) 


...(17) 


where 


Pli+PPzi 


^=pHn==p, say 


the ratio between the realisation ratios in year i and year 
+ in could therefore, be equal to 


Si4.r>. 0l${4-n'4~02n-}-n ^ 

.Sir': - ' ; ' * r'Ki '. 
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Ai Xij^y% A{ ^3 Xijun Aj 


i?i-un Xj 
Ri 


...( 18 ) 


In case the price of each of the two categories of services in 
year i+^i was m times higher than that in year i, i.e., Pij^n 
then 




Ri^n i(Pli+P2i) X\ 


Si A^ Xij.n if^(pli-{'p2i) 


X 


A. ij^n 


l Ri.,n X j 

m Ri Xij^n 


...(19) 


3.15. The relationships between realisation ratios relat- 
ing to consecutive years being thus determined, the contribu- 
tion of the different variables in question to the change in 
aggregate revenue betw-een the consecutive years could be esti- 
mated by the use of the following relationship 

{Xi+ AXi){Si+ASi)iPi+^Pi)-XiSiFi+ei^n-ei^Ri^^^ 

( 20 ) 

where A Xi = Xi.un — Xi 

A Si^S'i^n Si 
A Pi = P i.'_n P i 


The expansion of the left hand side of the above expression 

gave ' ' . . ^ 

A ZiS^Pi+Zi A5iPi+Z,S, APi+ AXiANc^^^^ A XiSi^Pi+ 

JYf A A P'i-f- A Sj A X'i \ Pi+ A ^^...(21) 

where /\ei=ei^n~^i 


The product terms in the above expansion represented 
the contribution of the variables X, S and P, individually and 
severally, to the change in aggregate revenue between year «‘+^ 
and year i Each of the above constituents could be estimat- 
ed from the available data on aggregate revenue, prices and 
services offered. Thus, to facilitate the calcination the diff- 
erent contributions of the relevant variables could be written 
in the following form: 



A XiSiPi — A Xi 


^ Ou P%i 

Xii+X^i 



^ A Xi X 






6b 


(z7) 

(Hi) 

(zv) 
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X,^SiPi=Xi(d-l)S,Pi=^(9-l)R, ...(23) 


XiSiAPi=XiSi(m- l)Pi=(m- l)R 
A Zi A SiPi=id - 1) A XiSiPi={e 


IV A Zt 

1 ) ~^ xRi 


Ri 


..(24) 

...(25) 

...(26) 


(v) AZiSjAi’i= AZtS'i(m— l)Pi=(zj 2 — 1) aZj 
( vz) ZiA5'iAPi=Zf5iPi(i9-l)(m-l)=(6i-l) 

, ..K r, T, (m-l)Ri ...(27) 

(vzz) AZiA5iAPi=AZi5iPi(0-l)(m-l) 

=(^_ !)(,„_ ...(28) 

Since every thing of the R.H.S. of the above identities was 
l<nown, the different factor effects could be evaluated without 
any difficulty, the last term of expression (15) above i.e., Ae^ 
being directly available from the data. The analysis of re- 
venue was thereby completed with a reasonable measure of 
correspondence to our basic objections. 

4. Analysis of Cost 

4.1. The basic purpose behind the analysis of cost was 
the same as that in the case of analysis of revenue. Our first 
task was to identify the major variables on which aggregate 
cost depended from the viewpoint of assessment of managerial 
performance. This was to be followed by an analysis of the 
individual and combined contributions of these variables to 
change m aggregate cost of the enterprise over time. 

rnct objectives in view, we constructed the 

cost function for the Corporation as follows: 

(biXUiXCi) -p (Di-\-Fi)bi -f r*— Aggregate cost ...(29) 

where hz=Number of buses held 
Mi=Utilisation factor 

Ci= Actual operational cost per bus mile in 
money terms 


^iiySownS;. A “t.'* 

<0-l) when 
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Di= Depreciation cost per bus held 
/i= Interest charges 

Miscellaneous capital costs in the year L 

The subscripts were used to denote the period to which the 
variables related. 

The first part of the left hand side of the above equation, 
gave the operational cost of running the services, in- 
cluding the cost of overheads. The second part of the expres- 
sion represented that part of the capital cost 

which directly varied with the operational capacity of the 
enterprise. 

4.3. The construction of the cost function gave rise to 
several methodological problems.. In the light of the objec- 
tives behind cost analysis, we could not go very far towards 
constructing a function which would enable a precise mea- 
surement of the individual and combined effects of the differ- 
ent variables on aggregate cost. The main variables deter- 
mining the size of aggregate cost, as w^ell as changes therein, 
were ( 1 ) the number of buses held, w^hich broadly represent- 
ed the aggregate capacity. (2) the degree of utilisation of 
these buses, (3) the consumption of inputs per unit of out- 
put produced, and (4) the price of inputs. The first diffi- 
culty arose from the fact that operational and non-opera- 
tional costs responded in different w^ays to changes in these 
variables. For this reason, it was not possible to build a 
simple multiplicative equation for analysis of operational cost, 
on the pattern of the analysis of tariff revenue. Operational 
costs were functionally related to the output (services offered) 
in terms of bus-miles and not seat-miles which constituted the 
unit of measurement of output for analysis of revenue. 
Logically, seat-mile provided a better unit for the measure- 
ment of the services provided by a passenger transport under- 
taking. It was not, however, possible to introduce seat-mile 
as an explicit variable in our model for analysis of cost, and 
to that extent the function in question was incomplete. 

4.4. But the most serious problem that we faced was 
that of making provision in the model»for analysis of effects 
of price-change. There was every' justification for treatin^r 
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the price-level of inputs (e.g., fuel, labour) as an independent 
variable determining the level of aggregate cost as well as the 
variations in the same over time. But the methodological 
difficulties in introducing input prices as expHcit variable in 
the model were too great to be tackled. For, measurement of 
cost in terms of use of inputs in physical units was an impos- 
sible task. The only method of measuring cost per unit of 
output (bus-miles) was to reduce the real elements of cost 
into value in money terms. The implicit implication of this 
was that the factor representing unit cost in money terms in 
any year would be a compound of two factors, one being con- 
sumption of inputs in real terms, and the other representing 
the price level of inputs in the year in question. 

4.5. From this emanated one major limitation of the 
use of our cost equation for a factor-wise analysis of change 
in aggregate cost over time. Using the notations and i+) 
for variables relating to year i and year?‘+^ change in aggre- 
gate operational cost between year i+ n and year i was 
given by 

{bi+ i\bi){Ui+ £^Ui){Ci+ ...(30) 

where 

til 

^Ci^Cij^n Ci 

Expanding the expression (30) above we got change in ope- 
rational cost 

= A + Ki A hi A Ci A -b Ci A Mi A hi 

-f A CihiMi-f- Z\, Cihi A «i+ A Ci A Mi A hi 

The constituents of the above expression indicated the 
contribution of change in unit cost, individually and in com- 
bination with other factors, to the change in aggregate opera- 
tional cost between year i and year The overall con- 

tribution of change in unit cost to the change in aggregate 
cost would, however, be the combined effect of change in 
usage of inputs per unit of output (here services rendered) and 
change in input prices. 

4.6. From the viewpoint of the basic objective of ana- 
lysis of cost, it was necessary to find out some way of measur- 
ing the effect of the. twe factors separately, .The method 
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that we adopted to tackle this problem was very simple. We 
estimated the change in input prices between consecutive years 
and thus prepared chain indices of change in input prices. 
Using these indices we deflated the different constituents of 
aggregate operational cost in each year and thus estimated 
the aggregate operational cost in each year at the previous 
year’s prices. The difference between the actual and the 
deflated aggregate operating cost was taken as an indicator 
of the effect of price change on cost. 

This was obviously a rather gnide method for the pur- 
pose in view. It gave a little exaggerated estimate of the effect 
of price change on cost, in the sense that it merged the main 
and interaction effects of price change in one category and 
attributed the entire whole to change in price. But this was 
the best that could be done in view of the complexity of the 
phenomenon being studied. 

Separating the change in aggregate cost on account of 
variation in input-prices from that in other factors, the change 
in total cost was given by 

Uiii^bi Ci+Uii^bi£\Ci-\- CiAUi bi+Ci/:^Uid,bi+ £^CibiUi 

+ ACibi£^Ui+ACiAUiAbi+bi(ADi+Ali)+/:^hi ... f 3 1 a 9) 

where 

A /ij == additional cost on account of change in input-prices, and 

A c/=change in unit cost at constant input prices 

4.7. The problems, however, did not end with the con- 
struction of the model. Analysis of data in pursuance of 
even this modified sort of model gave rise to some difficult 
probems necessitating considerable manipulation of available 
information. In particular, the construction of indices for 
deflating the data, as indicated above, turned out to be a for- 
midable task. The main components of operating cost were 
labour, spare parts and fuel. Estimation of the price change 
in respect of each of these was beset with problems of its own 
kind arising from the nature and form in which data were 
available. 

4.8. In order to deflate the aggregate expenditure on 
labour in each year, w^e had first to estimate the price of lab- 
our ip. each accounting- period. A;^parently, this was a very. 
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simple task involving the division of aggregate expenditure on 
labour by the total number of men employed in each year. 
In operational terms, however, working out this quotient 
necessitated, in the first place, defining the content of both 
these aggregates. The ‘‘wage bilF’ of the enterprise compris- 
ed (1) Salaries of Officials, (2) Dearness Allowance (e.g., 
house rent and medical allowances), (3) Fringe Benefits, and 
(4) Travelling Allowance. Obviously, the latter part of the 
“Wage-bilF’ consisting of travelling allowance could not be 
regarded as expenditure on labour. As such, we decided to 
exclude the travelling allowances in estimating the expenditure 
on labour for the purpose in view. 

In the case of the other variable, the aggregate labour 
force employed, the conceptual problem lay in determining 
a representative aggregate for a year as a whole. The Cor- 
poration was employing various categories of labour distin- 
guished from each other in terms of nature of work perform- 
ed as well as status and emoluments. The question was whe- 
ther it would be right to lump them together in one whole. 
Further, the strength of labour force employed was a variable 
changing from month to month, even from day to day (espe- 
cially since the Corporation was expanding rapidly). In this 
circumstance, our problem was to determine the aggregate 
which represented the staff position of the Corporation most 
appropriately and precisely. 

A study of the employment structure of the Corporation 
showed that the proportions between the different categories 
of staff of the Corporation did not vary much from year to 
year. Since our interest basically lay in making comparisons 
between price of labour in successive accounting periods, we 
adopted the aggregate staff strength in each year as an index 
of labour employed. In view of the stability of the propor- 
lions between the different categories of staff, we did not 
think it necessary to assign weights to these categories in each 
accounting period and convert the various constituents of 
labour employed into homogeneous units. As regards the 
complication arising from the fluctuations in the staff strength, 
it was obyious that the problem could be solved only by strik- 
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ing some kind of average of the staff strength at different 
points of time. Conceptually, the best approximation to the 
overall annual position would be provided by a simple aver- 
age of the daily staff strength during the couurse. of the year. 
A study of the available data, however, revealed that the 
average of the monthly staff strength gave almost as good 
results as that of the daily staff strength. As such, we decided 
to adopt the former for the purpose in view. 

The initial difficulties of a conceptual nature were how- 
ever, followed by more formidable problems of estimating the 
values of the referent aggregates, arising, mainly, on account 
of certain gaps in the available data. For estimating aggre- 
gate expenditure on labour, we had data on wages and sala- 
ries in the Revenue Account of the Corporation. But the 
aggregates under the head “Wage and Salaries” in the Reve- 
nue Account included the “travelling allowances” as well. 
Data on aggregate travelling allowance in each year were not 
available, and as such the figures given in the Revenue Ac-, 
count could not be corrected for the purpose in view. A 
break down of agpegate “wage-bill” between salaries and 
wages and travelling allowance was available in the annual 
budgets of the Corporation, but the corresponding aggregates 
of the Revenue Account and the Budget did not tally with 
each other. The reason for this was that whereas the Reve- 
nue Account gave the amount chargeable to the accounting 
period in question, the Budget gave the amount actually 
drawn during the period. The two did not tally because part 
of the amount technically spent during each year was actual- 
ly disbursed in the succeeding year. 

4.9. In this situation, the only way open to us was to 
make a rough appproximation of the relevant aggregate by 
combining the information available in the two sources, viz., 
the Revenue Account and the Budget. The strategy adopted 
by us was to make a rough assessment of that part of expen- 
diture on labour (as shown in the Revenue Account) which 
was accounted for by travelling allowances and then deduct 
it from the total. To this end we assumed that the propor- 
tion of aggregate travelling allowance^ to the aggregate “wage- 
bill” ha the Budget was fairly representative of the same in 
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the Revenue Account. We hacTsome definite reasons to be- 
lieve in the validity of this assumption, which could be ex- 
pressed as follows: 

Aggregate Travelling Allowance (Budget) 

Aggregate Expenditure on Labour (Budget) 

Agg. Travelling Allo wance (Revenue Account) 
"^Agg. Expenditure on Labour (Revenue Account) 

Denoting the left hand side of the above expression by 'n 
and the denominator of the right hand side by E, the above 
expression could be written as 

v]= Agg. Travelling Allowance (Revenue Account) 

■ ^ ^ .E . _ 

Or, Agg. Travelling Allowance (Revenue Account) =‘/jE . .(32) 

Therefore, Net expenditure on labour exclusive of travelling 
allowance^ (1— £ 

We examined the estimates of net expenditure on labour 
derived on the basis of the above formula and found them to 
be logically acceptable. 

4.10. The statistical bottlenecks, in the estimation of 
the staff strength were largely of the same kind as in the esti- 
mation of aggregate expenditure. Here again there were cer- 
tain gaps in the data which stood in the way of making a 
precise estimate of the relevant aggregate. As indicated above, 
our strategy in this regard was to take an average of the 
aggregate staff strength of the Corporation at the end of every 
month. But unfortunately, monthly figures were available 
for only a part, although a major part of the aggregate staff 
strength. Administratively, the Corporation comprised: (i) 
The Headquarters, (2) the Central Workshop, and (3) the 
(operational) Divisions, It was in respect of the third alone 
that we could get complete information on the staff strength 
at the end of every month. In respect of others we had in- 
formation on staff strength at the end of each year only. We 
had, therefore, to find out some way of estimating the monthly 
r^verage of the staff employed in the central units, i.e., the 
Headquarters and the Central Workshop. 

study, of ...tile trends in the,- time series data oh ‘ 
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the Gomponents of the staff strength of the Corporation show- 
ed that there was a remarkable relationship between the staff 
employed in the central units and that in the divisions. 
Broadly, the size of the staff at the central units varied direct- 
ly with that in the divisions. In the light of this, we consi- 
dered it quite reasonable to assume that the proportion of 
the staff employed in the central units to the total staff 
strength of the corporation stayed constant through time. On 
the basis of this assumption, we could make a rough estimate 
of the average of the monthly staff strength in the central 
units of the Corporation in the following way. 

Using the symbols 

Ni for the average of central staff at the beginning and end 
of year i, 

Di for the average of divisional staff at the beginning and . 
end of year i, 

tii for the monthly average of central staff in year i, 
and 

di for the monthly average of divisional staff in the year /; 

on the basis of the assumption in question it could be shown 
that 

Di~ di 

So that ni=&3,i ...(33) 

Necessary data for estimating the values of each of the vari- 
ables on the right hand side of the expression (33) were 
known and thereby the value of «« the unknown variable, 
could also be estimated. 

4.12. In the case of spare parts, our task of measure- 
ment of overall price change was beset with the problem of 
averaging the changes in the price of a multiplicity of indi- 
vidual items. The number of spare parts used in buses went 
into as much as one thousand. Records of purchase made by 
the Corporation showed that the prices of these items did not 
all change at the same time and in the same proportion. 
Thus our task was to prepare an index of price change which, 
would be fairly representative of the «hanfes in the prices of. 
a large- Tange of individual items. 
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From the point of view of statistical accuracy, an appro- 
priate method for the purpose, might have been to take a 
weighted average of prices in. each year, using the expendi- 
tures on the respective items as weights. This would, how- 
ever, have involved an enormous amount of effort in view of 
the large number of items to be covered. Another factor 
which was likely to stand in the way of this was the paucity 
of detailed information on expenditure on each item in each 
year under study. 

In view of the above, we decided to take a sample of the 
spare parts and measure the average change in the price of 
this lot. The strategy adopted was to construct, first, the 
index of price level of each item in each year with the previ- 
ous year as the base. A weighted average of these indices 
was then derived using the expenditure on the respective items 
in the base year as weights. We examined these results on a 
purely logical plane, and then compared them with the results 
obtained by using alternative methods and found them to be 
fairly satisfactory. (For instance, we derived a simple, un- 
weighted, average of the. price relatives in respect of the items 
covered in our sample and found that the results obtained by 
the method compared well with the weighted average). 

4.13. As in the case of spare parts, measurement of the 
change in prices of fuel was also rendered difficult by the mul- 
tiplicity of prices and non-availability of data. Under fuel 
the major items to be taken into account were three, petrol, 
diesel and lubricants. We found that in almost every ac- 
counting period in question, the Corporation was buying each 
of these items from several suppliers, each supplier charging 
his own price, for the consignment made by him. 

Apart from that, the same supplier charged different 
prices for consignments at different delivery stations. Fur- 
ther the prices charged by the supplier for these commodities 
were revised rather frequently, sometimes twice or thrice in 
the same accounting period. 

4.14. ^ The difficulties in the way of estimation of price 
change arising froiji these factors could, of course, be over- 

.. come -by a process of averaging, , , We could first estimate the 
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weighted average of prices of each of these items at each deli- 
very point. This could be done as follows. 

If Piu Pi 2 , Pds,-"- represented the prices of the commodity 

in question delivered at any delivery point, and qi, q^, q^ 

were the quantities of the commodity bought at the above 
prices respectively during any year, the weighted average price 
of^ the commodity for the year as a whole at the delivery 
point, j would be given by 


P<>lgl+Pa2g2+P<i3g3-b 

gl+g2"i"g3+ 


=Pdi (say) 


...(34) 


Thus if there were n delivery stations we would get f 

Pi3 -Pcin prices of the commodity in question at different 

stations. 


The next step would be to take an overall weighted aver- 
age of these prices for the entire State (since total cost figures 
were available for the entire State and not divisionwise) . 
This would be given by 


¥aiQl-\-pi3Q3+ -{-PdnQn _ p 

2i+ 22+ + 2n 


..(35) 


Qu 62.— 2n denoting the quantities of the commodity being 
sold at prices fn, pas, • -Pdn respectively. 

4.15. Our efforts in the direction of working out an 
average price of the fuel items according to this method were, 
however, frustrated on account of lack of adequate data. Of 
the three items under fuel, diesel, petrol and lubricants, we 
could get reasonably extensive information on prices of diesel 
only. Comparable information regarding petrol was avail- 
able only for two years of the six years’ coverage of the study. 

The case of lubricants was still more disappointing. As 
regards quantities sold at various prices, the information avail- 
able was even more inadequate. In respect of diesel, we had 
data on prices at each delivery point, for all the years, being 
studied. But we could not get complete information on the 
quantities delivered at different points of time. The same 
was true of petrol, with the additional handicap that for three 
years out of the six under reference, data on even prices was 
insufficient. As for lubricants, the? gaps wore ' much more 

accentuated in respect of both. 

^ ^ ^ * 
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4.16. .We tried to work out the; average price of diesel 
and petrol, which accounted for the major part of expenditure 
on fuel, by modifying the method of averaging in a certain 
measure. In place of quantities delivered, we used miles run 
or effective mileage as weights. The relative position in re- 
gard to the quantities delivered at the different delivery sta- 
tions could well be reflected in the relative position in regard 
to the number of miles given by the buses drawing fuel from 
each delivery station. Here again, however, we were hamper- 
ed by lack of adequate information. We had full informa- 
tion on bus-mileage in each division but we could not get its 
break-down between mileage fuelled by each delivery station. 
Probably, it was not possible to collect information in such 
detail. In order to get out of the difficulty we estimated the 
price for each operational division by taking a simple average 
of the prices at different delivery points in each division hav- 
ing multiple delivery stations. Obviously, this was a crude 
method to follow and introduced a built-in error in our esti- 
mates, but this was probably the best that could be done 
under the circumstances. 


4.17. The delivery prices of each division having been 
thus determined, we estimated the average price of diesel m 
each year as follows: — 

Price of diesel =P^ 




mi+ntz+ma 


. .(36) 


where etc. stood for the delivery prices of diesel 


in each division, 

and nil, ntz, etc. stood for the total bus mileage in each 
division. 


4.18. We used the same methodology as above for estima- 
ting the price of petrol in those years for which data were 
?tvailable and compared the results obtained with this method 
with the index number of wholesale prices of diesel and pet- 
rol prepared by the Directorate of Economics and Statistics 
in the Ministry of Commerce and Industry. As it turned out, 
the two sets of estimates , were fairly comparable, showing, on 
■ the one hand, the reliability of tlie, metljod qsed by us for the 
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purpose, and on the- other hand, the validity of using the 
wholesale price indices for deflating the fuel costs. Thus, we 
could confidently use the wholesale price indices for measur- 
change in the prices of lubricants and that of petrol 
for those years for which sufficient data were not available 
for constructing price indices following our methodology. 

4.19. The problem of lack of adequate data for cons- 
tructing suitable weights for averaging had to be faced in 
measuring change in the prices of tyres and tubes as well. 
Since tyres and tubes were two distinct items, it would have 
been only appropriate to measure the price change in respect 
of each individually, and deflate the aggregate expenditure on 
each separately. But expenditure on the two was not record- 
ed separately, which necessitated the construction of a com- 
posite index of price change for both the commodities, neces- 
sitating, in turn, the determination of weights for the purpose 
of averaging. But in the absence of some indication of the 
share of each in the total expenditure on these items in each 
year we did not have any firm basis for the same. 

4.20. In this circumstance, only two ways were left 
open to us; either we could take the price relatives of each 
commodity in each year and average it, or we could take the 
sum of absolute prices of these in each year and average it. 
We tried both and found that the results obtained by the use 
of one were fairly comparable with that of the other. Final- 
ly, on the basis of an evaluation of the relative merits of the 
two methods on a purely logical plane, we decided to adopt 
the latter for the purpose in view. 

4.21. Apart from the major items of expenditure as 
listed above, there were a large range of items, e.g., consum- 
able stores, tarpaulins, etc., on which a substantial amount 
was being spent. A precise measurement of the change in 
the prices* of these commodities was a more or less an impos- 
sible; task.. The great variety of these items, as well as the 
multiplicity of prices at which' they were being purchased, 
■stood in the way of designing a sampling technique which 
could be claimed to be reasonably ffte from bias. As 
such, Ve thought it ; appropriate to deflate the figures ®f ex-’ 
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penditure on these miscellaneous items by the index number 
of wholesale prices (finished products) prepared by the Min- 
istry of Commerce and Industry, Government of India* 

4.22. On the basis of the indices of price change pre- 
pared in the above manner, the constituents of cost were de- 
flated with a view to estimating the effect of change in input- 
prices on aggregate money cost. Two types of indices were 
prepared, one indicating price change over the previous year 
and the other indicating changes in prices over a base year, 
which was the first year of the period covered by the study. 
The figures of cost in each year were first deflated by the in- 
dex of price change with the previous year as the base. This 
gave an estimate of additional money cost incurred by the 
Corporation in each year on account of the increase in input 
prices in that year over the same in the previous year. This 
was followed by a further process of deflation for using the 
second type of indices. This gave the additional money cost 
incurred in each year on account of the increase in prices over 
that in the base year. 

5. Analysis of Capital 

5.1. From the methodological angle, the main problem 
in this part of our work was that of estimating the working 
capital of the Corporation in each year. 

5.2. The accounts of the Corporation as such did not 
make an explicit reference to the working capital employed 
by the Corporation. But indirectly we could make a rough 
estimate of the same in each year. The first step in this dir- 
ection was to investigate the sources from which the working 
capital of the enterprise could possibly be drawn. The main 
sources of funds available to the Corporation were (a) the 
grants made by the Government in the form of contribution 
to share capital and long term loans, (b) short-term borrowings 
from the Government or the State Bank, and (c) the Corpo- 
ration’s own funds comprising the Depreciation Reserve 
Fund arid Generd Reserves. We observed that, broadly, 
there was a corresjibndeoce between the sum of depreciation 

" reserve fund and twk v^lne of the fij^ed assets of the Cor- 
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poration on the one hand- and aggregate share 'and -(long 
term) ■■ loan ■■ capital of Corporation- on the ■; other.’ This', - was 
explained by the fact that the grants given by the Govern- 
ment were usually for specific capital projects. In view of 
this, it would reasonably be surmised that the working capital 
of the Corporation was drawn from the two sources of funds 
available to it. 

The possible sources of working capital having been thus 
located, we set upon working out the amount invested as 
working capital in each year on the basis of an analysis of the 
receipt and disposal of these funds as reflected in the balance 
sheet of the Corporation for each year. 

5.3. The outstanding short term borrowing from the 
State Bank could entirely be considered as constituting a part 
of the working capital of the Corporation. An additional 
argument in support of this presumption was that the short 
term loans advanced by the State Bank were definitely for 
purposes other than investment in fixed assets. The part of 
the Depreciation Reserve Fund which was drawn upon for 
meeting the requirements of working capital could be assessed 
by analysing the disposal of the money under the Fund. As 
per rules relating to management of its finances, the Corpo- 
ration was expected to deposit the provisions made for depre- 
cation with the State Government and withdraw it as and 
when required for replacing the condemned vehicles. Nor- 
mally, therefore the Depreciation Reserve Fund as shown on 
the liability side of the balance sheet could be expected to 
compare with the outstanding long term deposits of the Cor- 
poration with the Government. On examination, however, 
we found that there was a considerable discrepancy between 
the two and since there was no other rational explanation for 
this, we surmised that the difference between the Deprecia- 
tion Reserve Fund and the Gorporation’s , deposits with the 
Government represented broadly the part of the Fund being 
used as workng capital. 

5.4, We could not however devise a reliable method for 
assuming whether any part of the^ Gei^^ral Reserve Fund of 
the Corporation was being used as working capital Concepii 
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'tually, it was ncjj impossible to do so. An examination of the 
ways and means position 'of the, enterprise could have throwm 

■ light on - the (question j; but the size of the General Reserve 
Fund of the Corporation was itself so small that the task did 
not appear to be worth undertaking. 

Following the procedure indicated above, we worked out 
the working capital of the Corporation as the difference bet- 
ween the aggregate provisions made for depreciation and the 
part of it which was actually deposited with the Government. 
The working, capital thus estimated was added to the aggre^ 
gate capital invested in the Corporation by way of share capi- 
tal and long term loans. In symbols, change in capital in- 
vested could be shown as:” 


where 




6 


AA;=A*-bA.W« 

A iir== Change in total capital invested 
AA:=. Change in fixed capital 
A H'= Change in working capital. 

Analysis of rate of return on capital 

6.1. As indicated in Section 2 above, the analysis of 
revenue, cost, and capital was intended to explain the reasons 
lor change m the rate of return on capital. The focus of our 
study was on, (a) locating the operational variables which ac- 
counted for change in the rate of return on capital, and (h) 
measuring the individual and combined contributions of these 
factors to chan ge in rate of return on capital over time. 

"bWt enterprises. Usually, it is either^the 

SAS sss “is™ 

~..r£ 
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Since :rate of return, itself was a function of three primary 
variables, viz., revenue, cost and capital, we looked for vari- 
ables determining changes in each of these three. This gave 
us altogether a series of Secondary variables accounting for 
change in the rate of return through their bearing on the pri- 
mary variables. These secondary variables were, the num- 
ber of buses, utilisation factor, etc. Our main task in the 
analysis of rate of return was to estimate the effect of chapges 
in these secondary variables on the rate of return on capital. 

6.2. The secondary variables could be put into five 
categories; (1) those which accounted for changes in revenue 
only, (2) those which had a bearing . on both ■ revenue and 
cost,. (3) those which accounted for changes in cost only, (4) 
those which had an incidence on cost, capital and revenue, 
all the three, and (5) those which had a bearing on capital 
alone. Thus the variables, the price of services sold. Pi, 
the non-passenger revenues, the realisation factor, (fif), and 
average seating capacity of the buses, (ei) , could be' put in 
the first category. The variable («iV representing the utilisa'. 
tion factor could be regarded as the variable belonging to the 
second category. The operational cost per unit of services 
offered, (c«) and the additional cost arising from change in 
the price level of inputs were the variables belonging to the 
third category. Capacity represented by the number of buses 
held, (bi) was a variable belonging to the fourth category. 
And finally, working capital, (Wi) could be treated as the vari- 
able belonging to the fifth category, independent of the change 
in other variables. 

6.3. The way in which changes in the above factors 
(secondary variables) brought about, changes in the primary 
variables and through them an the rate of return on capital 
was not uniform. The effect of the change in some of these 
(factors on the primary variables , was independent of the value 
of other secondary variables. In the case of others, part of 
the effect was independent while , a part depended on the 
values (or changes therein) of other secondary Variables.' As 
a result of this the explanation of the change in the rate of 
return according to, causes became, a samewhat complicated 

(' ()■:■ 
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6.4. The problem could be seen as stretching in two 
stages. The first stage was that of estimating the effects of 
change in different factors on the primary variables bearing 
on the rate of return on capital. The second stage was that 
of estimating the effects of changes in these variables on the 
rate of return. 

6.5. The first part of the work was fraught with cer- 
tain complications on account of two reasons: (1) some of 
the factors in question did not act independently of each other 
and (2) the functional relationship between these factors and 
the primary variables in question, particularly cost and reve- 
nue was not of a similar nature. 

6.6. Thus, on the cost side, changes in the main factors, 
the number of buses (&<)> the per unist cost (c/) and the 
intensity of utilisation of vehicles (^i) brought about changes 
in the aggregate cost both individually and in combination 
with each other. Similarly, on the revenue side, changes in 
the factors in question, the volume of output (X) the real- 
sation ratio {8) and the price (P) bore upon aggregate reve- 
nue both individually and in combination with each other. 
We followed the general principle of naming the effect 
brought about by a factor individually on the dependent 
variable as the main effect and attributing the effect of the 
combined operation of the factor to an interaction effect. 

6.7. The dichotomy in the mechanics of the operation of 
the different factors on the cost side and the revenue side lay 
in the fact that whereas on the cost side, the effect of change 
in each factor was reflected in the volume of cost directly, on 
the revenue side, some of them got reflected in a circuitous 
manner through a change in the volume of output in seat 
miles. (On the cost side, output was measured in terms of 
bus miles, while on the revenue side it was measured in terms 
of seat miles). Thus, the effect of a change in unit cost (c) 
number of buses (l>i) and utilisation factor («d on cost was 
direct whereas that of a change in (h) and (%) and average 
seating capacity (^i) on revenue was registered through a 
change in total services rendered in seat-miles. As a result 
of this, the effects of % change in these factors on revenue had 

*to be estimated through a circuitous process, involving^ first, 
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the estimation of the changes in the factors in question on 
output (seat-miles provided) followed by an estimation of the 
effect of the change in output occuring in this way on the 
change in revenue. 

6.8. On account of these reasons, it became a little 

difficult to realize the objectives in view wth a high degree 
of mathematical precision. The joint operation of the fac- 
tors made it difficult to explain the changes in the primary 
variables as identifiable effects of changes in the factors taken 
individually. The difficulty was accentuated by the circuit- 
ous routes through which the effects of some of the factors on 
the revenue side had to be estimated. Putting the matter in 
another way, on account of the complications noted above, 
changes in the secondary variables which could be positively 
attributed to changes in the factors in question, taken indi- 
vidually, did not add up to the aggregate change in the sec- 
ondary variables in question. The explanation for this lay 
in the obvious fact that theoretically, there was no way by 
which the joint effects of changes in different factors could 
be separated into parts which could be attributed to changes 
in each factor taken individually. Only that part of the 
change in variables in question, which comprised the main 
effects of the different factors, could be attributed to the fac- 
tors in question taken individually. The part accounted for 
by joint effects could not be attributed to specific factors in 
operation. i 

6.9. Proceeding on a mathematically precise method, 
non-passenger revenue (s), fixed capital {k), wor kin g capital 
(w), and the level of input-prices were the only factors 
whose total effect on the primary variables deterinining the 
rate of return could be unambiguously estimated. As regards 
others, only part of their effect on the same could be estimat- 
ed. The incidence of changes in these factors, was reflected 
n A e<, AX-j, A and AX,. respectively. The factors A and 
S^, ^had a bearing on revenue both individually and jointly, 
the individual or main effects being represented by A P<£f,-Ziand 
ASiPi Xi. The- average seating capacity or Ci had a bearing 
on Ri indirectly, through its incidence oil Z). The main effect 
ofcjbn Xi was given by ac| 6<% and the main effect of Xi on R} 
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was represented by AXiPiSi- 
Ri could be represented by 
ACibiUi 


Thereby the main effect of on 


AXi 


£,XiFiSi^h^XiPiSi 


where 


The factor Ui had an incidence on cost as well as re- 
venue. Its incidence on cost was represented by A Ui Ci bt 
insofar as its main effect was concerned. Its effect on reve- 
nue was, however, a function of the incidence of A Ui hi Ci 
(representing the main effects of this factor on output in seat 
miles) on revenue. Thereby it constituted a part of aX^ Si Pi 
which represented the main effect oiX^ on revenue. As in 
the case of c^- it would be given by 


AUibjCi 


ACibiUi 

AX 


I 


AZiSsPi=S2Ar<SiPi 
AUibiCi 


(N 1 

-^-=8, I 


|where 

The main effect of which had a bearing on cost alone was 
represented by A The factor \bi) had an inci- 

dence on all the three primary variables determining their rate 
cf return. Its main effect on cost comprised two parts, that 
on' operating cost and that on capital costs. The former was 
represented by A hidUi and the latter could well be said to 
comprise the major part of A Di and A li (This question is 
dealt with later on). Its effect on revenue was registered 
through its effect on output in scat miles'; as in the case of c,- and 
Ui above. The main effect of hi on output was represented by 
Ahi Ui d, which was a part of the change in Xi- Thereby the 
main effect of a change in 6^ on revenue was a part of A Xi Si Pi, 
(represented by, say, 8, A Xi Si Pi which in turn, represented 
the main effect of Xi on revenue. The main effect of hi on Bi 
vyould thus, be given by 

AXiSiPi^Sa A XiSiPi 
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The change in working capital; was represented by 
which reflected in full the effect of this factor on the variable 
k i.e., capital. 

The incidence of a change in non-passenger revenue and 
working capital were the only factors which had only one 
type of effect — ^the main effect — on the primary variables 
determining the rate of return on capital. They did not 
operate in combination with other factors. As such their 
entire effect on the dependent variables in question could be 
measured precisely. Other factors had both main effects as 
well as interaction effects, as a result of which only a part of 
their total effect on the primary variables could be estimated. 

6.10. Looking at the problem from a different angle, 
of the changes in the secondary variables indicated in the ex- 
pressions (21), (29), and (31a) above, only a part compris- 
ing the following components could be ascribed to changes in 
the factors in question taken individually: 

{a) ASiPiXi, APiSiXi, Ae< and a part of AAjSiP* in 
expression (21) 

(b) ACiUibi, AUiCibi, AbiUiCi, 6iAl>i,&, A/i and A hi in ex- 
pression (31a), and 

(e) A k and AW in expression (37). 

The remaining part of the changes which would not be thus 
explained was 

(a) AXiASiPiy AXiSiAPi^ Xj A Si APi*. aXiaSiAP^ and 
a part of AXiPiSt in the expression (21), and 

ib) UiAbiACi, CiAUiAbi, ACibiAUi and AciAUfAbi in 
the expression (3 la). 

■ Thus a substantial part of the changes in' revenues and 
costs of the enterprise could not be attributable to change, in 
individual factors if mathematical precision were to be main- 
tained. However, while mathematical precision was a very 
important factor to be kept in view, there was no need of. 
regarding it as an end in itself. We found that with a little" 
sacrifice of mathematical precisiori,' We could arrive at rea- 
sonably logical results towards the purpose of our inquiry; 
There could, be two, alternative ways; of ^proachkig the pror. 
; biem);'* 
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6.1 L Firstly, we could assign priorities among the fac- 
tors and attribute the unclaimed changes in the primary vari- 
ables to change in the factors in question accordingly. This, 
in effect, implied attributing the changes in the secondary 
variables on account of interaction effects to the factors which 
were more important than the others in combination with 
v/hich they were operating. From a purely mathematical 
view-point there was no justification at all for fixing any sys- 
tem of priorities among the factors. But keeping in view the 
known objectives of the Corporation, an attempt could be 
made in this direction. 

The obligations of the Corporation, were in the main 
two-fold. Firstly it had a statutory obligation to expand its 
services within of course, the constraint of the availability of 
funds for the purpose. Secondly, it had to provide its services 
“economically” which implied that it had to make continuous 
efforts towards reduction of costs of service. Logically, the 
first obligation could be assigned a higher priority than the 
second, as the obligation in respect of the former was more 
definite and unavoidable than that in respect of the latter.'* 
Further both these factors could be assigned a higher priority 
than earning of surpluses, which did not, either technically 
or in effect, appeared to be an important objective of the 
Corporation. 

The order of importance as indicated above provided 
a basis 'for determining the relative priorities among the factors 
for the purpose in question. As a sequel to the top priority 
assigned to the obligations of the Corporation in regard to 
expansion of services, bi i.e. the no, of buses would be given 
the highest priority among the factors. The next priority 
could be given to Ui or the utilization ratio, which reflected 
the performance of the Corporation towards effecting economy 
in the use of a major input-capital. This could be followed 
by the realisation ratio, Si on the revenue side and the cost 
per bus mile Ci on the cost side. 


5. Possibly because diffculties in quantifying the obligation Of the 
^ Corporation in regard to cost reduction. 
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6.12. Given this pattern of priorities among the factors, 
changes in the primary variables in question could be attri- 
buted to the different factors in the following way. On the 
revenue side, all the components of the expression (21) which 
had AZjas one of the multiples could be attributed to Zj. 
Of the remaining components, all those having aS'^ could 
be attributed to the realisation ratio. The responsibility for 
the rest could be assigned to P or the price-level of services 
offered for sale. Further, components of the expression (7) 
having A^i as a multiple eould be attributed to the factor 
bi- Of the remaining components, those having am^ could 
be attributed to the factor Ut and the rest to c^. The inter- 
action effects, both in the analysis of output as well as re- 
venue being thus assigned to one factor or another, the com- 
plications created by the fact that the factors bi, Ui and c. 
had an incidence on Zj in a circuitous manner were fully 
resolved. The changes in Z* being fully explained in terms 
of changes in bi, Ui and Cf the entire effect of each of the 
factors on Ri could be estimated. 


6.13. Thus, considering the factors in the order being ob- 
served earlier, the share of Pj in the change in revenue would 
begivenby Z,-5'«APi and that of 5,- by ZiA^S^AP^ + XiA 
SiP i. The effect of on Rf was registered through a change in 
Z,-. The contribution of to A Zj was represented by A CibiU 
and the contribution A Zj to Pj was comprised of AXiSiPi + 
AXiASiPi AXiSiAPi -h AXiASiAPi. Representing the 
attcr by /Xju the effect of c^, on would be given by i 

ACibiUi ^ „ 

■l^xA Ri ARi 


AXi 


[where/.=^<; 


The contribution of AXi to the change in would again be a 
part of the contribution of aZ^ to the same. The latter being 
denoted by aP,, the share of AUi in the same would be 
given by : 

AUibi^i-^AUibiACi „ ^ 

AZ- ~~ ^^i — Ji^Xi.fix ARi 


( 


where fiAXc- 


^ Uib^Ci-{- A Uibi A di 
AXi 


) 
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The contribution of A«i to the change in cost would be given 
by AMiCi6i+A«jACi&<. The effect of AC,-, the change in per 
unit cost would consist of b.c^tUi only. The contribution of 
the factor hi to AiRi would, as in the case of Cj, and u,-, be a 
part of the contribution of A.3fj to Ai?i viz., ft* Ai?£. The 
entire share of hi to aTj would be A6iC,-M,-4' Af>i ACjW,--}- 
A biOi A «i •+ A A Cj A «£. Representing the latter as a fraction 
of i\Xi, by/aAZi, the contribution of to i?,- would be given 
by /a A Xi./t* A jR£. The contribution to AC,- would be reflected 
partly in the change in the operational cost and partly in the 
change in capital cost. The former would be represented by 
AhjCiW, -f Af)£ACi«£ + AbiCiAUi + Af>iA«iACi, whileihelatter 
would be measured by aA+^-^s- contribution to k 

would be reflected in A fci- The share of w in the change in 
total capital would be given by a Wj, while the effect of varia- 
tion in input-prices on cost would be reflected in aA;^. 

6.14. This method of estimating the contributions of 
the factors to the primary variables could, as pointed out 
above, by no means be claimed to be mathematically precise. 
As such, strictly speaking, the share of the different factors 
in the changes in the primary variables could not be attributed 
to the changes in the factors in question. (This would not, 
of course, apply to the case of those factors, the incidence 
of which on the dependent variables did not involve inter- 
action effects). Howeverj although it would not be correct 
to envisage a cause and effect relationship between the two, 
we could certainly say that the major responsibility for the 
share of each factor in the changes in the primary' variables 
thus estimated was borne by the factor in question. Taking 
the case of again, the incidence of Abt on cost as assessed 
by this method could not strictly be said to be caused by 
/^bi but it could reasonably be said that the additional cost 
thus attributed to Ahj was on additional buses added to the 
fleet of the Corparation between year i and year i-j-n. 

6.15. The other method of resolving the problem could 
be to assign to each factor not only its main effects but also 
all the inter-action effects of the factor in question with other 

^ factors. In this wa*^ ea®h factor, having an immediate bear- 
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ing on the primary variables would be associated with all the 
components in the expressions (21) and (31a) in which the 
change in the factor in question appears as a multiple. 

6.16. Considering the factors in the same order as before, 
the effects of the different factors, as estimated by this method 
would turn out to be as follows (indicated by arrows) : 

Ci >-Aei, on revenue 

Pi A PiXiSi + A Pi A XiSi + A PiZi A Si + A Pi A Zi A Si, 

on revenue 

Si- s.ASiPiZi+ ASiAPiZi+ ASiPiAZi+ ASiAPiAZi, 

on revenue 

Zi > A Zi A SiPi + A XiSi A Pi + A XiSiPi + A Zi A Si A Pi 

=71:^, say, on revenue 

Ci >part of [A XiSiPi']: A Z,- A XiAPiSf 

+ A Zj A Pi A iSi], on revenue 
u, — » r part of ( A ZiSiPi + A Zi a SiPi+Zi APiSi 

•I + A Zi A Pi A Si) on revenue 

L A UibiC^ + A Wi A biCi+ A Uibi A Ci + A Wi A ii A Ci, 

on cost 

Ci >Ui/\Cibi+ /\UiAc.,bi+Ui/\CiAbi^ on cost 

bi )-part of ( A XiSiPi -|- A Zi a 5'iPi+ A Zi A PiSi 

+ AZi APiA^i), on revenue 
Ai)i + /\/i, on capital costs 
AbiUiCi+ AbiAUiCi+ AbiUiACi+ AUiAbiACiy 

on operating cost 

A Wi, on working capital 
Input-prices* >Ahi, 

The contribution of each of the factors Wi, 6i and Ci to 
change in revenue could be estimated as follows: 

6.17 If the contribution of factors u^ Ci and &i to AZi 
were denoted by a^, and ji respectively, from equation (6'‘ 
AUiCibi+ AUiACibi+ AUiCiAbii- AUiAbiACi 
ACiUibi+ ACiAUibi+ ACiUiAbi+ ACiAUiAb^ 
yi^AbiCiUi+^biACiUi+AbiCilsUi+AbiA^iAUi 

and if the contribution of Zi to Pi were represented by TCf 

the contribution of u^Ci^bi to aP^ would be given by ~ -.izj, 

••,■■■■ A X{ ' 

: . ■ B Y*'' 

-XL. .m and —^.71; respectively. , ® 

' A X i . m ' , A Xz 


84 


MEASUREMENT OF THE MANAGEMENT’S 


6.18. In contrast to the first method (given in Section 
C.9) the disadvantage of this method lay in the fact that the 
sum of the effects of different factors on each of the primary 
variables so attributed would add up to a figure higher than 
the change in the variable in question. This was obviously a 
result of the fact that several components of the expressions 
(21) and (30), representing interaction effects were attribut- 
ed to two or three factors simultaneously. That way, it re- 
sulted in a considerable degree of overlapping between the 
effects attributed to the different factors in question. 

6.19. The latter two methods of attributing the chan- 
ges in the primary variables to the factors (in Section 6.11 and 
Section 6.16) were obviously lacking in mathematical preci- 
sion; they could, however, be useful for assessing the relative 
importance of the steps taken by the management to further 
its objectives. That way, they could be useful for formulat- 
ing the policies of the enterprise as well. 

6.20. The second stage of the task, as stated above, con- 
sisted of determining the contribution of the different factors 
to changes in the rate of return on the basis of their effects on 
the primary variables. Here again, it was not possible to 
maintain mathematical precision. The test of a mathema- 
tically precise method would be that the changes in the rate 
of return attributed to each factor should add up to the total 
change in the rate of return. Putting this a little differently, 
a method could be regarded as precise only if it was capable 
of explaining the changes in the dependent variables in such 
wdse that the effects attributed to the different factors were 
unique and added up exactly to the total observed change. 
This, we discovered, was impossible to achieve. 

6.21. The reason for this was very simple. There was 
only one method of determining the effect of any factor on the 
rate of return and that was by taking the difference between 
the return without the operation of the factor in question and 
the return emerging after the operation of the factor. Thus 
if the factor / brought about a change of dBi in met revenue 
and dki in capital thegji its effect on the rate of return would 
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be measured by 


Ki+dKi 


h 

Ki 


= say, d<f> 


Now, if there were n factors, whose effects on the rate of 
return as estimated by the above method were etc. 

it would be easy to see that the sum of these would not be 
equal to the observed change in the overall rate of return, 

i.e., {d<j>i_-\-d<t>i-\-dj>i-\- dj>n) would exceed 

Ki J 

6.22. There was only one way of getting out of this 
situation and that was to assign an order of priority among 
the factors and measure the effects of each factor after all the 
factors, having a priority over it, had exercised their effects 
on the rate of return. The effects of the different factors 
determined in this manner would then add up to the overall 
change in the rate of return on capital. 

Thus, in case there were three factors Fi Fs, and Fa and 
priorities were assigned among them in the above order and if 
the effects of these on Ri and Ki were represented by dRn, 
dRsi and dKu, dKn and dK^ respectively, the effect of on 
the rate of return would be given by 

"h dRy i T dR%i Ri-\-dRii 

Ki-\-dKn-\-dKii Ki-{-dKii 

Similarly the effect of Fa on the rate of return would be given 
by 

"i" dRx i ‘T dR^i -]" dR^i Ri-\~dRxi-^dR2i 

Ki+dKu+dKii+dKsi Ki+dKu+dK^i 

6.23. This method, however, suffered from one import- 
ant limitation. The effect of any factor on the rate of return, 
as determined on the basis of this method would depend upon 
the place that the factor in question occupied in the scheme 
of priorities in respect of the different factors. Thus the con- 
tribution of any factor to the overall change in the rate of 
return measured by this method, would not be the same if it 
were given the first place in the scheqje ofopriorities laid down 
for the purpose, rather than, say, the third or the last place. 
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And since, there was no valid basis, for preferring one scheme 
of priorities over the other, the results obtained by adopting 
any scheme of priorities were open to the charge of arbitrari- 
ness. 

6.24. Keeping the above in view, we did not take re- 
course to assigning priorities among the factors for the purpose 
in view and adopted the method indicated in Section above. 
Corresponding to each method of attributing the changes in 
the secondary variables resultant upon changes in factors in 
set of results in regard to the effects of the different factors 
on the rate of return were obtained. Expressed in symbols, 
the incidence of the different factors on the rate of return, 
following the first of the three methods of determining factor- 
effects on the primary variable discussed in this section ear- 
lier were given by 
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6.25. Gn the basis of the results given by the second 
method of attributing the factors-effects on the primary vari- 
ables, (in Section 6.11), the effects of the different factors 
on the rate of return were given by: 
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6.26. Similarly, the factor contributions of the second- 
ary variables estimated on the basis of the third method (in 
Section 6.16) the following results in regard to the incidence 
of the factors on the rate of return; 
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7. Concluding Notes 

7.L Estimates of factor-effects arrived at on the basis 
of the above methods turned out to be fairly revealing. With 
the basic objective of the measurement of the management’s 
performance, the factors were classified into two categories: 
(1) those, the changes in which could be attributed to the 
management’s own initiative, and (2) those which were out- 
side the control of the management. Most of the factors 
were fairly distinguishable as belonging to one category or the 
other. 

The realisation factor (S^), the utilisation factor (Wi), 
operational cost per unit of service offered at constant prices 
(ci), and working capital {wi) could well be regarded as 
belonging to the first category. The rest comprising the 
level of bus-fares (Pz)^ non-passenger revenue (ei) aver- 
age seating capacity ^ the number of buses (bi) ^ and 
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the capital invested could be put iii the second category.'' 
An additional factor belonging to thi$ category was the change 
in cost on account of changing input-prices. 

7.2. The contribution of each of the factors to the 
change in the rate of return between consecutive years from 
1959-60 to 1964-65 were estimated, following each of the 
methods mentioned in Section 6. The effects of the factors 
falling in the first category were then summed up to provide 
a measure of the contribution of the management to the 
change in the rate of return on capital between consecutive 
years. The sum of the effects of the remaining factors provi- 
ded a measure of the variation in the rate of return on account 
of factors beyond the control of the management. 

7.3. The aforementioned estimates provided an explana- 
tion of the change in the rate of return in each year over the 
previous year in terms of the factor effects. This did not, 
however, provide an indication of the same over a number of 
years. Comparison over longer periods necessitated further 
treatment of the data. 

To this end, we first estimated the extent to which the 
rate of return in each year showed a variation from the same 
in each of the previous years (excepting the immediately pre- 
ceding year) covered in our study. This was followed by an 
estimation of the share of each of the factors in the variances 
in the rate of return so estimated. Here again, three sets of 


5. The categorization of the factors in this manner was, of 
course, not very precise and scientific and yet it was sufficiently 
valid and justifiable for the objective in view. Some of the factors 
belonging to the first category could well be vastly influenced by 
purely accidental factors. Thus, a general public unrest emanating 
from, say, student indiscipline might well influence the utilisation 
factor or cost per unit of service offered materially. On the other 
hand, some of the factors, belonging to the second category, e.g., 
the level of non-passenger revenue could well be said to depend upon 
the effectiveness with which the management was performing its 
functions, and could thereby be identified as falling within the range 
of managerial discretion. On the whole, howe%^er, keeping in view 
the extent %f Governmenfs control over the activities of the Cor- 
poration, the categorization of factors ab^e was fairly realistic 
and meaningful. 
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final results were obtained by using the three methods given 
in Section 6 above. The next step was that of aggregating 
separately the effect of factors within the control of the man- 
agement and that of factors outside the control of the manage- 
ment on the rate of return. The way in which the factors 
were distributed in the two categories for this purpose was 
the same as indicated in 7.1 above. 

7.4. The results obtained from our analysis were fairly 
dependable and meaningful for assessing the contribution of 
the management to the change in the profitability of the Cor- 
poration and thereby; to a certain extent, the performance of 
the management as such. Although the method used by us 
could not be claimed to be faultless, the results therefrom 
corresponded fairly well to what was apparent from a casual 
observation of the finances and the operation of the Corpora- 
tion. Thereby we could get an indirect evidence of the extent 
to which the methodology used by us was suitable for the pur- 
pose in view. 


PRICING IN PUBLIC ENTERPRISES: 
SOME ADMINISTRATIVE ASPECTS 


1. Some Basic Considerations 

The basic objectives that the pricing policy of public 
enterprises should serve are mainly three: first, it should help 
a rational allocation of scarce resources, secondly, it should 
ensure an optimal utilization of the available resources; and 
lastly it should promote the growth of the economy. The 
Government of India had been particularly emphasizing the 
last of the above objectives of pricing. 

The question of pricing of the products of public enter- 
prises is inevitably linked up with the market situation in 
which they are operating. The main types of market situa- 
tions in which public enterprises may be operating are as fol- 
lows: 

(a) Competitive Markets. The enterprises operating 
under competitive conditions may be further classified into 
three broad sub-categories: (1) those which have to com- 
pete with suppliers within the country; (2) those which are 
exporting their products, and are thereby competing in foreign 
markets; and (3) enterprises facing competition from imports. 

(b) Monopoly Situations. The enterprises falling in 
this category include the statutory monopolies as well as mono- 
polies by reason of temporary absence of other producers in 
the industry. 

(c) Oligopolistic Situations. (Characterised by a small 
number of sellers.) Such market situations may be further 
subdivided into two categories accorc^ng to whether other 
enterprises in the industry belong to the public sector or the 


92 


PRICING IN PUBLIC ENTERPRISES: 


private sector. 

(d) Markets characterised by limited iiiiiiiber of buyers 
or one buyer only. Under competitive conditions the prices 
which the products of public enterprises would be able to fetch 
in the market would tend to ensure both a rational allocation 
and an optimal utilisation of scarce resources. The profit earn- 
ed by the enterprise under competition tends to show the 
marginal productivity of capital invested in the enterprise^ and 
thereby provides a guideline for further investments. Further, a 
policy of maximisation of profits under these conditions would 
ensure an optimal utilisation of the existing capacity in the 
sense that the pursual of such a policy would result in maxi- 
misation of aggregate benefit” from the productive activity of 
the enterprise. Further it would, ipso facto, ensure the 
maximal utilisation of the growth potential of the enterprise 
in terms of earning of surpluses. 

In the case of enterprises having a significant monopoly 
power, it is difficult to define the guidelines to pricing in such 
precise terms. For, under these conditions, there may be 
occasions for a conflict between the different objectives as out- 
lined above. Thus, a price policy intended to ensure maxi- 
misation of the aggregate benefit generated by the productive 
activity of the enterprise, may not be the same as the policy 
aimed at showing the marginal productivity of capital invest- 
ed in the enterprise. Aggregate benefit would be maximised 
by producing an output at which marginal cost is equal to 
price, while the marginal productivity of capital would be 
shown by the profitability of investment at the optimal level 
of output. Further, the policy intended to maximise the sur- 
pluses earned by the enterprise may be entirely different from 
either of the two above. 


L In the present context, the marginal productivity of capital 
is taken to be indicated by the profit earned by the enterprise at 
optimum output. 

2. Aggregate benefit in the present context implies the total 
utility generated by the enterprise which, in turn, woulff be given 
by the aggregate area uigder ^he relevant part of the average reve- 
nue curve of the enterprise. * 
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A detailed theoretical analysis of the question of pricing 
in monopoly type public enterprises would show that policy 
making in this respect is basically one of laying down prior- 
ities regarding the various objectives which the referent poli- 
cies are intended to serve.“ From a logical viewpoint, the 
following order of priorities may be suggested: 

(1) The enterprise should not run into losses. This 
is of particular significance in those cases in 
which the enterprise suffers from excess capacity. 

(2) The enterprise should try to maximise the bene- 
fits arising from its productive activity. This is 
of special importance for public utilities. 

(3) The enterprise should maximise its surpluses, with- 
out resorting to output restriction. 

As a matter of fact there need not be an inevitable con- 
flict between the last two objectives. The objective (2) im- 
plies extending the output of the enterprise to a level at which 
marginal cost is equivalent to price. The objective (3) implies 
extending the output beyond the optimal point in such mea- 
sure as to maximise the surplus earned by the enterprise. In 
many cases it should be possible for the enterprise to maxi- 
mise its surpluses while producing the output indicated by 
objective (2). In so far as there is a conflict between the two, 
a suitable compromise may be effected keeping in view the 
overall objectives regarding mobilisation of surpluses. 

Excepting the conditions of excess capacity the crucial 
issue in determining the price policy of this category of enter- 
prises, therefore, would turn out to be one of choosing a level 
of output between two limits: the capacity or the optimal out- 


3. In the ultimate analysis the question of pricing policy 
veers round certain value judgments about the objectives wliich the 
public enterprises are expected to further in the economy. The 
basic assumption underlying the analysis in this paper is that one 
of the most important objectives of pricing policy of public enter- 
prises in liihia is generation of surpluses '%r developmental purpo- 
ses. The justification for making this %ssumption lies in the policy^ 
declafatioris made by the Planning Commission on this question. 
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put on the one hand, and the level of output at which mar- 
ginal cost is equal to price, on the other. In case the enter- 
prise is suffering from excess capacity, the compulsion of satis- 
fying the minimal commercial criterion of covering costs with 
revenues might necessitate restriction of output below the 
optimal level. 

In between the two extremes of the competitive and 
monopoly situations, there may be other market situations, 
characterised by varying degrees of the competitive and mono- 
poly elements. One such situation may be that of oligopoly 
in which there are a few sellers competing with each other so 
that the price policy of each individual unit has a bearing on 
that of others. Another may be one in which the enterprise 
may be confronted with a small number of buyers or one 
buyer only. Yet another possibility is that of monopolistic 
competition in which there are a large number of buyers and 
sellers, the latter differentiating their products by such means 
as advertising and branding. 

In the case of oligopoly and monopolistic competition, 
the public enterprise need not follow a different policy than 
what it should have done if it were a monopoly which means 
that it need not follow a policy of output restriction simply 
to augment its surpluses. The market situation of restrict- 
ed number of buyers may result in higgling and bargaining 
between the enterprise and its buyers which in turn would tend 
to make it difficult to generalise about the overall consequen- 
ces of a price policy. 

Under competitive or semi-competitive (like oligopolistic 
or monopolistic) conditions, the enterprises having lower costs 
would be able to make larger profits than others. This might 
be considered undesirable for strategic reasons particularly if 
the enterprises having a comparatively advantageous position 
are in the private sector. Further, under conditions of over- 
all scarcity the pattern of distribution of the product emerg- 
ing from the free interplay of the market forces may not be 
regarded as in national interest. In such cases, th^e may be 
a case for controlling^the prices as well as the distribution of 
^he product in question. In the event of such control Being 
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exercisedj the price policy of the enterprise would not be 
deterniined independently; it would be a part of the overall 
price policy for the industry as a whole. Under such “admin- 
istered’’ system of prices, the position of the enterprise will be 
the same as under perfect competition and, as a corollary, 
following the priorities discussed above, the level of output 
which the enterprise should aim at producing under these con- 
ditions would be that at which the marginal cost is equal to 
price. 

2. The Existing Position 

The market situations in which public enterprises are 
working in India at present are various. Quite a number of 
enterprises are operating in fairly competitive markets, com- 
petition being either from indigenous producers or from im- 
ported products or from both. For instance the Hotels Cor- 
poration of India and the Hindustan Salts, compete with pri- 
vate indigenous concerns; the Air India, the Hindustan 
Machine Tools and the Indian Oil Corporation have foreign 
competitors and the Bharat Electronics, the Moghul Lines, 
etc., are in competition with both. At the other end, there 
are numerous cases of enterprises operating under monopoly 
conditions. The electricity and transport undertakings, the 
Indian Airlines Corporation and the railways are statutory 
monopolies while a few undertakings like the Heavy Electri- 
cals, the Bharat Heavy Electricals and the Hindustan Anti- 
biotics and the Hindustan Shipyard are monopolies by reason 
of absence of competing indigenous producers in the same in- 
dustry and lack of imports of the commodities in question 
from abroad. The Hindustan Steel, the Fertilizer Corpora- 
tion of India, and the National Coal Development Corpora- 
tion may be regarded as enterprises operating within an oligo- 
polistic framework of market. Examples of enterprises opera- 
ting in monopolistic markets may be provided by the Ashoka 
Hotels, and the Air India International. A few enterprises 
like the National Mineral Development Corporation, the 
Indian Telephone Industries and the Hindustan Teleprinters 
have to dei^ with a small number of buyers as a consequence 
of which the market condition in Which they are operating 
approximates to that of higgling and bargaining. 


96 


PRICING IN PUBLIC ENTERPRISES: 


There is considerable evidence to show that the price 
policies of the public enterprises are significantly conditioned 
by the market situation in which they are operating. Most 
enterprises operating in competitive markets fix their prices 
in line with the ruling prices of the commodities in question 
in the market. In case the competing enterprises are foreign, 
the landed cost of imported products is generally adopted as 
the basis for price fixation. In the case of enterprises which 
are monopolies or possess a very significant degree of mono- 
poly power, prices are fixed on the cost plus basis. This im- 
plies that the prices of products of these enterprises are fixed 
in such manner as to bring in a certain margin of surplus over 
aggregate cost to the enterprise by way of revenue.^ A few 
notable examples of enterprises adopting this method for 
price fixation are the Hindustan Aircraft, Indian Telephone 
Industries and the Bharat Electronics. Often the surplus 
objective is determined in relation to the aggregate invest- 
ment in the enterprise in question. But in some cases like the 
Hindustan Cables and the Bharat Electronics the aggregate 
turnover, given by the aggregate cost, forms the basis for the 
same. 

The enterprises operating under oligopolistic framework 
of market follow more or less the same approach towards 
pricing as the monopoly type enterprises. Usually, however, 
such market situations are oligopolistic only in structure; 
the element of competition inherent in an oligopolistic situa- 
tion is generally conspicuous by its absence from them. 

Often the potential competition between the enterprises 
operating in such markets is done away with by introducing 
some system of administered prices. The market situation in 
the steel and fertilizer industry and to some extent coal could 
possibly have been oligopolistic but for the Government con- 
trol over the prices of the products of these industries. The 
rationale for this may be said to lie in (a) the relative scar- 


4. As a matter of fact, the majority of enterprises^ in the pub* 
lie sector have adopt^. this principle of pricing. The important 
^ pubic utility undertakings like electricity and transport corpora- 
tions fix their tariffs on the cost plus basis. 
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city of the products in question, (b) the desire of the gov- 
ernment to prevent the private enterprises in the industry 
from making what it regaids as unreasonable profits, (c) the 
anxiety of the Government to protect the financial interests of 
enterprises operating at high capital (or even operational) 
costs, and (d) the anxiety of the Government to ensure the 
supply of the products of the industry to users at reasonable 
prices. 

Under conditions of monopolistic competition, the public 
enterprises are guided by more or less the same set of consi- 
derations as are the private enterprises insofar as pricing is 
concerned. This inevitably implies concern for covering their 
costs by their earnings as far as possible. As a matter of fact, 
at present there are very few public enterprises which may be 
$aid to be operating under this type of market condition and 
often wherever conditions are like that, the environment of 
overall scarcity of their pioducts or services, tends to reduce 
the rigour of competition chey have to face.*^ 

In the few cases of the market condition of higgling and 
bargaining, the enterprises in question do not seem to have 
a definite pricing policy. The prices of the products of these 
enterprises tend to be determined by the relative bargaining 
strength of the buyers and sellers. It appears that on the 
whole buyers are able to dictate their terms to these enter- 
prises.® 

3. Defects in Policies 

Broadly speaking pricing in public enterprises operating 
in competitive markets satisfies the overall objectives of pric- 

5. ' Thus in many cities, the Government dairy and poultry farms 
are ostensibly operating in competition with private suppliers of 
•same or identical products. But the total availability of the com- 
modities in question is usually insufficient to meet the total require- 
ment, as a result of which competition between the different pro- 
ducers tends to become notional rather than genuine. 

6. The National Mineral Development Corporation has been 

complaining 2 d)out its inability to secure suitable prices for its pro- 
ducts from the Minerals and Metals TradingMUorporation. Similar- 
ly, the^sHeavy Electricals have the feeling of not receiving proper 
treatment from some/ of the Electricity Boards. * 
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ing characteristic of commercial undertakings. The force of 
competition compels them to make continuous endeavours to- 
wards reduction of costs and expand their output to the 
optimal level. The losses incurred by them, if any under 
such conditions may well be an index of their inefficiency. 

The above is not, however, true of the enterprises work- 
ing in monopoly or oligopolistic situations. A major defect 
in their pricing policy arises from the emphasis on surpluses 
rather than the level of output in fixing their prices. The 
conditions of monopoly and the relative scarcity of products 
make it possible for them to attain their surplus objectives at 
less than optimal output.' How far these enterprises actual- 
ly take resort to output restriction, it is difficult to say. But 
to the extent to which this happens the surpluses earned by 
the enterprises would not show the marginal productivity ’ of 
the capital invested in them. Further, this approach towards 
pricing works against the possible use of the price mechanics 
for ensuring operational efficiency. It is true that several 
enterprises are now taking steps towards using sophisticated 
techniques of cost control and management accounting to this 
end,® yet it can hardly be denied that the price policy can 
play a significant role in this direction. 

Secondly, the policies often suffer from a multiplicity of 
objectives, and a wrong assessment of the inter-relationship 
between these objectives. An important — and, in the present 
context, perhaps the most important^ — objective of pricing is 
the generation of surpluses, but this objective has, in several 
cases, been modified or ignored in favour of some other objec- 


7. Thus the losses incurred by such enterprises as Khadi Gram- 
odyog Boards in various States may well be attributed to both ope- 
rational inefficiency and inefficiency of investment. 

8. An illustrative case of earning of surplus along with output 
restriction is provided by the Bihar Road Transport Corporation. 
The Corporation was earning surpluses for a number of years 
(1959-60 to 1961-62) even though its capacity was not utilised to the 
optimum level. The Fertilizer Corporation of India provides an- 
other example. 

9. Examples are^he Fertilzer Corporation of India, the Hin- 
dustan Steel Ltd., and the^ Chittaranjan Locomotive Factory. The 
Fertiiker Corporation has been particularly keen in this respect. 
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lives without a detailed consideration of the extent of conflict 
between the two.“ Possibly, the authorities taking the rele- 
vant decisions have been guided more by convention than a 
detailed study of the issues involved.^ 

Thirdly, in a number of cases, especially public utilities 
and transport, apparently irrational policies are being follow- 
ed in the name of public interest/'' It would be difficult to 
gainsay that public enterprises should function in public in- 
terest and that they should not have the narrow aim of earn- 
ing profits as private enterprises have. Nevertheless, it should 
be possible to rationalise its meaning and define its content 
more precisely than what has been done so far. 

Fourthly, there is a remarkable lack of uniformity bet- 
ween the principles on the basis of which the surplus targets 
of the enterprises are determined. In the light of what has 
been stated above, the very method of fixing prices on the 
basis of a predetermined surplus target would appear to be 
wrong. But if a strategy like that is followed, it would be 
desirable to have at least a uniform set of principles for the 
same. The lack of uniformity is reflected both in the bases 
over which the surplus targets arc determined and the prin- 


10. Perhaps the best example of this is provided by the pric- 
ing of fertilisers. The Government has for long been keeping the 
prices of fertilizers low in relation to what might have been an equi- 
librium price, possibly with the objective of keeping the commodity 
within the reach of the users. In a situation of scarcity, this has 
led to the emergence of complex problems of distribution, without 
in any way contributing towards a more effective or rational use of 
the product in question. 

11. A rather remarkable iilustraton of how conventions bear 
upon the formulation of important policies is provided by the ap- 
proach of the Tariff Commission to the fixation of prices in public 
sector undertakings. In determining the rate of return on capital 
permissible to public enerprises, the Tariff Commission is broadly 
guided by the profit margins allowed to the comparable cases in the 
private sector, or the current rate of return on investments in gene- 
ral in the economy, rather than a detailed analysis of the issues in- 
volved." 

12. Nati{^ialisation of uneconomic routes by the road trans- 

port undertakings in the public sector and e:#lension of power lines 
to unremunerative areas could provide interesting illustrations of 
this. * 
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ciples for determining the margins over the bases. Thus as 
pointed out above^ while generally the capital invested in the 
enterprise forms the basis for fixing the surplus targets^ in 
certain cases it is the aggregate cost of the enterprise which 
is adopted as the base for the purpose. Further, the method 
of estimation of aggregate capital itself is not uniform being, 
block capital in some cases and subscribed capital in the case 
of others.'" In the case of enterprises operating in an oligopo- 
listic framework of markets, lack of uniformity in the bases 
of pricing is evidenced in a somewhat different dimension. In 
the case of steel uniform retention prices based on the costs 
of one enterprise and that a private enterprise: the TISCO 
■ — is paid to all the enterprises. In the case of fertilisers, on 
the other hand, the price payable to each enterprise is deter- 
mined individually on the basis of its realised costs.'* 

As regards enterprises operating in markets of the last 
category characterised by higgling and bargaining pricing of 
their products lacks any focus whatsoever. And this is quite 
natural since they cannot plan about their prices with a view 
to achieving specific ends. This has an effect on their out- 
put policies as well which tend to become haphazard as an 
inevitable consequence of the uncertainty associated with their 
financial plans. 

4. Implementation of Policies 

Notwithstanding the above defects there is a certain mea- 
sure of direction in the pricing policies of the public enter- 
prises insofar as they do generally intend to make surpluses. 


13. The Tariff Commission lias been adopting tlie capital 
block for purposes of fixation of prices. The “capital biocU' in the 
case of the Sindri Fertilizer Factory was taken as equivalent to (I) 
the subscribed capital of the Company plus working capital estimat- 
ed at four months' cost of production. In contrast to this surplus 
objectives of the Bihar Road Transport Corporation are determin- 
ed on a capital base represented by the subscribed and paid up 
capital of tiie enterprise. 

14. In fact, one of the major complaints voiced^* by the repre- 
sentatives of the Hii^.ustan Steel to the Study Team was that the 
basis of price fixation in tSie Iron and Steel Indusry is unfavourable 
and Bnjust to the public sector. 
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The implementation of these policies, irrespective of the qua- 
lity of their content, is however, seldom satisfactory. This is 
reflected in the fact that quite often the financial results pro- 
jected on the basis of certain prices of the products of these 
enterprises are not realised.^*' 

In the main the failures in achieving the anticipated re- 
sults in this regard may be ascribed to three factors; (1) 
defective planning of prices, (2) lack of adequate knowledge 
of the inter-relationships between the different variables on 
which the results expected from the prices planned for a given 
period depend, and (3) lack of timely action to ensure that 
the anticipated results are realised. 

The prices expected to be realised during any accounting 
period should be realistic in nature in the sense that they 
should be such as can be realised during the period in -ques- 
tion. A realistic projection of prices would naturally neces- 
sitate a realistic projection of the different variables on the 
basis of which prices are determined on the one hand, and a 
realistic estimate of the likely demand conditions during the 
period in question, on the other. The principal end results 
of prices as reflected in the financial results of the enterprise 
are a function of a number of variables which in turn may 
be a function of a number of other secondary variables. Un- 
less the relationship between these variables among themsel- 
ves, on the one hand, and that between these variables and 
the overall end results of pricing are precisely known, it 
would be difficult to guard against the consequences of un- 
expected changes in these variables on the overall financial 
results. Lastly, in order to take timely corrective action to 
ensure that the anticipated results are realised, the enterprise 
should have a built-in system by which the management at 
the top level is informed of what is happening and advised in 
regard to the action that needs to be taken. 

The procedure by which the pricing in the public enter- 

15. A very good example of this is provided by the Bihar 
TLoad TranspArt Corporation in which the gap between anticipated 
and realised profits during some recent yea«i has run into up to 
10 per-cent of the subscribed and paid u^ capital of the Corporation. • 

• a 
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prise sector on the cost plus basis is being done at present is, 
by and large, as follows. Prices are fixed in advance of the 
accounting period (usually the financial year) at the time of 
the preparation of the budget for the year in question. The 
method adopted for this is more or less like this. The aggre- 
gate output of the enterprise during the ensuing period is 
first estimated. This provides the basis for estimating the 
aggregate costs during the period in question. In the case of 
some enterprises, e.g., the Ghittaranjan Locomotive Factory 
and the Fertilizer Corporation of India certain standards or 
norms of usage of inputs are used for arriving at this esti- 
mate. Usually, however, historical costs, i.e., costs incurred 
in the current year or the previous year are used for arriving 
at the estimates in question. A margin of surplus estimated 
as a percentage of the capital invested or aggregate turnover 
is then added to the aggregate costs thus arrived at for get- 
ting the total amount to be collected by way of revenue. 
This divided by the aggregate expected output gives the price 
per unit of output. 

There are few enterprises in the case of which adequate 
care is being taken to ensure that the relevant aggregates for 
projecting the prices are realistic. In the case of the Fertili- 
zer Corporation of India the prices of which have for a long 
time been determined in consultation with the Tariff Com- 
mission, some measure of sophistication is observed in this re- 
gard. The approach of the Tariff Commission is fairly meti- 
culous and it takes into consideration both the historical re- 
cords of performance and the special factors that might have 
a bearing on these aggregates during the price-period, i.e., the 
period for which prices are fixed. 

But generally the public enterprises use rather crude 
methods in estimating these variables. Mostly the past re- 
sults in regard to performance are projected into the future 
with broad modifications to incorporate the effects of changes 
in capacity. For example, a rather common variable whose 
effect on these aggregates is ignored is the price level. 
Changes in the price level inevitably have a sig^Lficant bear- 
ing on the level of |?ost and thereby the realised level of sur- 


SOME ADMINISTRATIVE ASPECTS 103 

As regards the second point, the study of the inter-rela- 
tionships between the different variables bearing on the end- 
results of pricing, i.e., surpluses, — it appears that the public 
enterprises have not so far given sufficient attention to tlm 
aspect of pricing. It is true that many public enterprises do 
possess a statistical unit with them to collect facts about their 
operational performance." Similarly records regarding fin- 
ances and costs are also maintained. But how far they are used 
for the purpose in question is difficult to say. To take a few 
concrete cases, the statistical unit of the Bihar State Electricity 
Board, does collect a lot of information about the operations 
of the' enterprise. But the information so collected is seldom 
used by them to explore why the enterprise has been incur- 
rino- “unplanned” losses. The same is true of the Bihar Road 
Transport Corporation which has been incurring losses year 
after year since 1964-65 even though it has been budgeting 
for profits in each year. 

As regards the last point, public enterprises do have 
some system of financial control, but more often than not, 
there is no co-ordinated action to ensure that the overall pud- 
geted results are realised." 

In a major way, this may be attributed to the inability of 
the top management to obtain information in sufficient details 
and covering the aspects as indicated above. But to a signi- 
ficant extent this may also be accounted for by the delays in 
the communication of operational results to the top manage- 


16. To take an example, the costs of the Bihar Road Trans- 
port Corporation have been almost to continuously mcreasing since 
1962. But it did not make any provision for it m budgeting its costs 
and revenues, with the result that its realised surpluses are falling 
short of the expected surpluses almost continuously since 1962-oo. 

17 A few maior undertakings having statistical units are. The 
Indian Oil Corporation Ltd., Export Credit and Guarantee Corpo- 
ration m., Hindustan Steel Ltd., and the National Coal Develop- 
ment Corporation Ltd. 

18 The available information indicates that few enterprises 
have CTen rudimentary system of manage^t_ accounting. One 
notable exception seems to be the Neyveii Lignite Corporation Ltd. 
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ment from the lower levels in the management hierarchy.' ’ 
Unless the top management is informed of the quality of the 
performance of the enterprise and the related matters at the 
time w^hen things are actually happening, it would not possi- 
bly be able to take corrective action to ensure that the expect- 
ed results are realised. Delays in communication have an 
adverse effect on both the formulation and implementation of 
policies. 

5. Adininistrative Factors Accounting for Defects in Policies 

To a significant extent the defects in the pricing policies 
may be attributed to the administrative constraints under 
which they are formulated. The relationship between the 
Government and the enterprises on this question is rather very 
complex. Apparently, barring a few exceptions like the 
electricity undertakings, the Government has left the enter- 
prises completely free in the matter of pricing. A study of 
ihe enabling statutes of the 6 major corporations and the arti- 
cles of association of 47 Government companies shows that 
apparently, the Government has left the enterprises almost 
entirely free in the matter of pricing. There is virtually no 
reference to the question of pricing in them. 

Yet in a majority of cases, the Government does exercise 
a significant amount of explicit or implicit control over the 
pricing policies of these enterprises, and one of the important 
aspects of pricing over w^hich the control of the Government 
extends is that of earning of surpluses. There is considerable 
evidence to show that in many cases the Government lays an 
explicit or implicit obligation on the enterprise to earn a cer- 
tain amount of surplus. The obligation is most explicit in 
those cases in which prices are fixed by, or in consultation 
with, the Government, for in such cases the Government 


19. To take a rather extreme kind of example, in the case of 
the Bihar State Road Traisport Corporation, the compilation of 
the operational and financial results of the enterprise taken about 
one year so that the management comes to know about them much 
after the accounting p&iod^ to which they relate has elapsed. 
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makes an explicit allowance for it in fixing the prices."® Even 
if there are no explicit obligations of this kind, the Govern- 
ment representatives on their control boards are not averse to 
conveying the wishes of the Government to them on this 
question which has an almost compulsive effect."^ Further, 
the general policy announcements by the Planning Commis- 
sion on these questions from time to time tend to be taken as 
policy directives by these enterprises. 

The keenness of the Government to ensure that the pub- 
lic enterprises are earning surpluses is seldom accompanied by 
an equal measure of keenness to ensure that they are follow- 
ing the right kind of output policy. x\s a result of this, there 
is no particular anxiety on the part of the enterprises to pro- 
duce at the optimal level of capacity, nor are they keen to 
reduce their costs by improving their technical efficiency.^ 
Keeping in view the fact that the majority of enterprises do 


20. The replies given by the public enterprises to the ques- 
tionnahe issued by the Study Team revealed that in the majority 
of the enterprises pricing is done either explicitly by the Govern- 
ment or in consultation with the Government. As a matter of fact, 
there is not much of a difference between fixation of prices by the 
Government and that in consultation with the Government. In 
either case, the Government has the final say. (Concrete instances 
of enterprises, which fix their prices in consultation with Govern- 
ment, are provided by the Hindustan Cables Ltd., the Neyveli 
Lignite Corporation Ltd., and the Bihar State Road Transport Cor- 
poration. 

21. In the course of the interviews by the author, of some top 
managerial personnel in public enterprises, it came out that the 
senior government officials represented on the control boards of 
public enterprises do not always maintain a clear distinction bet- 
ween -their role as a government official and that as a member of 
the top decision making body in the enterprise. 

22. In the course of his evidence to the Study Team on Pub- 
lic Undertakings, Shri M.S. Rao, Chairman of the Hindustan Steel 
Ltd., laid particular emphasis on this point. Explaining the two 
aspects df cost reduction, by fuller utilisation of existing capacitv 
and by improvements in the usage of inputs he alleged that instead 
of trying to reduce costs by efficient use of resources, public sector 
enterprises, anxious to secure a return of 10 to 12 per cent expected 
of them by the Planning Commission and the Government, try to 
load it on to their prices, sometimes, without reference even to their 
own production efficiency and almost inre^iriably without thought 
about the consequences that would foRow, 
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possess a fairly significant degree of monopoly power the Gov- 
ernment’s concern for their financial results should be accom- 
panied by an equivalent measure of concern for their output 
policy as well. Of course, it is true that under the existing 
market conditions, a step in this direction need not ensure 
economical usage of resources, but it would certainly contri- 
bute towards a better utilisation of capacity. 

There is a further aspect of the Government’s engage- 
ment with this matter, which acts as an added factor to com- 
plicate the situation. There are cases of public enterprises 
operating under vague constraints in regard to pricing, the 
interpretation of which is more or less left to the manage- 
ment. Thus the road transport undertakings are expected to 
provide ^economical’ and ‘‘efficient” services to the people."' 
What exactly is meant by ‘economical’ is left to the manage- 
ment of the enterprise to decide presumably in consultation 
with the State Government concerned. Vague policy direc- 
tions of this kind lead to an atmosphere of confusion in the 
formulation of policies, as the management is not quite con- 
fident of moving in any direction. In some ways, it might be 
better to leave the management entirely free than to give 
them vague and confusing directions. To a large extent, the 
lot of avoidable irrationality in pricing policies on considera- 
tions of public interest may be attributed to this factor. As 
has been stated in a previous section, public interest is un- 
doubtedly an important consideration bearing on the pricing 
policy of public enterprises. But lack of clarity in regard to 
its content has often led to remarkably inconsistent policies. 

A very good example of this is provided by electricity 
and transport undertakings. Public electric supply under- 
takings are generally expected to provide power at conces- 
sional rates to the agricultural sector. Further, in some States, 
massive investments are being planned for supplying power to 
the industrially backward areas, where the likelihood of 
growth of industry is apparently very meagre; whereas the 
areas with potentiality for industrialisation are likely to face 


23. The Road TraCisport Corporation Act, 1960; Chapter IL 
para 3. 
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shortage of power.'' Such decisions are hardly based on a 
rational calculation of the costs and benefits involved. As 
for nationalised transport^ price differentials between different 
categories of routes are seldom based on a rational calcula- 
tion of the differential costs. To a certain extent, of course, 
threadbare correspondence between fares and costs in such 
services is inadvisable on grounds of the inconvenience that it 
would cause. But much of the presently existing discrepancy 
between the two may be attributed to some concern for pub- 
lic interest.'" 

In the case of enterprises dealing with a relatively small 
number of buyers, absence or distortion of policy results from 
an absence of compulsion on the part of buyers to give a fair 
deal to the sellers. The same may be said about the sellers, 
if their side is stronger than that of the buyers. In all those 
cases, in which the market condition is such as to give rise 
to an occasion for higgling and bargaining, rationality in 
pricing policy can be ensured through some kind of compul- 
sion, or through mutual agreement between the parties con- 
cerned. At present, there is a complete lack of the adminis- 
trative machinery needed to resolve the problem in either 
way. To a limited extent, such problems are being tackled by 

24. In this context, the following extract from the Annual 
Financial Statement of the Bihar State Electricity Board for 1964- 
65 is very relevant: 

**Unlike private undertakings, the Board does not confine 
its activities to places where the demand is concentrated 
and investment is profitable. Although it is primarily 
tended to be a profit-making organisation on a modest 
scale, it has to be alive to its social obligations. It has, 
therefore, to undertake, within acceptable limits electri- 
fication of the rural areas with a view of giving facilities 
even in the remote villages for the promotion of small 
scale industries, irrigation facilities, etc. In these areas, 
however, it takes a long time before the load develops but 
the expenditure on maintenance is appreciable almost 
from the very start”. 

The investment made by the Board in rural electrification dur- 
ing the Third Plan period aggregated Rs. S63,00 lakhs. 

25. Thf^ available statistics on the operation of the Bihar State 
Road Transport Corporation show that tc^n services are almost 
invariably uneconomical. Yet the Corporation has been reluctant 
to increase the fare for these services. 
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the administrative ministries concerned. But^ on the whole, 
the matter is left to be thrashed out between the sellers and 
buyers themselves. 

6. Administrative Factors Responsible for Defects in Imple- 
mentation of Policies 

The most important factor to be taken into account in 
this context is the inadequate appreciation of the urgency in 
regard to earning of profits on the part of the management 
of public enterprises. Notwithstanding the Government’s ex- 
plicit or implicit intention to earn an adequate return on its 
investments, there is virtually no assessment of the perform- 
ance of the management in the light of the financial results of 
the enterprise. The chief executives of public enterprises or, 
for that matter, the members of their control boards, have no 
personal stake in the financial performance of the enterprise 
and somehow they are not being rewarded or punished for 
how the enterprise performs on the financial front. 

Much of the difficulties in the way of a proper planning 
of prices can be attributed to the absence or inadequate staff- 
ing of the economic and statistical units in these enterprises.'^ 
Whatever statistical units they have are generally over busy 
filling up and sending the numerous proforma of reporting 
to the administrative ministries. Broadly, it may not be too 
far from the truth to say that the economic and statistical 
units within the enterprises are used more to keep the outside 
individuals or organisations informed about the working of 
the enterprise than to keep the management of the enterprise 
itself informed of the same. 

The available information indicates that in most enter- 
prises statistical units are virtually treated as unnecessary 
appendages to the organisation.'^ They are not expected to 

26. Out of the 42 Central Government undertakngs which 

responded to the questionnaire issued by the Study Team, only I I 
were having statistical units with them. Even among these, there 
were only a few which could claim to have developed their units 
to a level which would enable them to undertake tasks of a serious 
nature. ^ ^ 

27. The replies to the ♦■questionnaire circulated by the Study 
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play any important part in the formulation and implementa- 
tion of policies — a fact which stands in strange contrast to 
private undertakings which are now increasingly realising the 
necessity of obtaining the help and advice of qualified econo- 
mists and statisticians in formulating their policies. 

xAlongwith it is a lack of co-ordination between the statis- 
tical, planning and budgetary units within the organisations, 
as a result of which not unoften the different sections are not 
fully aware of the work being done by other sections, and are 
not of much help to each other."" The planning units which 
most enterprises have are entrusted with the task of formula- 
tion of both long term and short term programmes of output 
and investment, while the budgeting sections bear the respon- 
sibility for preparing the annual financial estimates of income 
and expenditure. Obviously, in order to be able to plan in 
a realistic manner, the unit in charge of it must have detailed 
statistical information about the operations of the enterprise. 
Similarly, the unit in charge of budgeting must have full 
imowledge of the behaviour of costs and revenues in response 
to changes in output. But not unoften these administrative 
units within the enterprise work with the spirit of a clear cut 
demarcation between their jurisdictions and responsibilities.®® 
(Continued from Previous Page) 

Team provide an indirect evidence of this. No enterprise made 
even the barest reference to its statistical unit while discussing the 
:xole of its various administrative units (e.g.^ budget and accounts 
section) in the implementation of its policies. 

28. Out of the 11 Central Government undertakings which are 
having statistical units (please see footnote 26 on page 108), in the 
case of only one— the Fertilizer and Chemicals (Travancore) Ltd.— 
there appears to be some co-ordination between the work of the Ac- 
counts and the Statistical units. 

29, To take a concrete illustration, in the case of the Bihar 
State Road Transport Corporation, the budget section does not 
bother much to draw upon the statistical and planning sections to 
obtain necessary information for sound budgeting. In a rather 
strange way, while the preparation of cost and revenue estimates 
for the existing services is a charge of the budget section, it is the 
planning section which prepares the relevant estimates relating to 
new services (expansion). The statistical section is concerned only 
with post ifiortem collection of informatior^^without having much to 
contribute in the preparation of either the physical or financial pro- 
^grammes of the enterprise. 
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In some measure, the failures of the public enterprises in 
making precise estimates of the relevant aggregates for profit 
planning may be attributed to absence of perspective plan- 
ning. Many enterprises do prepare some kind of estimates of 
expansion in future, in fulfilment of the requirements in this 
regard by the parent ministries in the Central or State Gov- 
ernments (as the case may be) and the Planning Commission.. 
But these estimates are generally of a fairly broad nature, 
giving a bare outline of the expansion schemes and the amount 
of investment planned for the future. For one reason, they 
can hardly be taken as a sufficiently realiable and stable basis 
for formulating concrete programmes of operations, which is 
that the programmes of investment have to be approved on 
an annual basis, first by the administrative ministry concern- 
ed and then by the Parliament or the State legislature in the 
case of public corporations. 

Further, the general approach to budgeting and financial 
control that most enterprises have at present is not conducive 
to the implementation of their pricing policies. Barring a 
few notable exceptions like the Chittaranjan Locomotive Fac- 
tory, the approach to budgeting is generally oriented towards 
the juridical control over expenditure rather than a control 
over operations. The budgets of the State Government cor- 
porations are in particular more or less patterned on the bud- 
gets of the Government. A number of public enterprises do 
not prepare detailed budgets at all, a notable example being 
the Hindustan Cables Limited. This limited approach to- 
wards budgeting stands in the way of their taking steps to- 
wards relating the financial results of the enterprise available 
from the periodical reviews of incomes and expenditures to the 
operational results. And unless they do that they would not 
be able to take corrective measures to ensure the realisation of 
the objectives of their pricing policies.®® 

7. Suggestions for Reforms on Administrative Questions 

In the first place, it is necessary to streamline the rela- 
tions between the Go\^rnment and enterprise on qUestions re- 

30. t'This point has been dealt with in greater detail in a 
paper on *‘Bujlgeting in Public Enterprises” by the a^hor. 
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lating to pricing. As stated above much of presently exist- 
ing muddle and confusion in regard to pricing in public enter- 
prises may be traced to the inadequacy of the Government’s 
role in providing guidance to the public enterprises on this 
question. 

The question may be asked whether it would be better 
to leave the enterprises completely free in regard to price and 
output policies. The answer would obviously be in the nega- 
tive. There is every reason for the Government having con- 
trol over such an important matter as pricing. Thus, it is 
legitimate on the part of the Government to exercise control 
over the pricing policy of the public enterprises. But the 
control thus exercised should be rational and consistent with 
the overall expectations from public enterprises. 

As a first step in this direction, the Government should 
indicate the financial obligations of public enterprises in more 
specific terms. In the last two Plans, no statement was made 
on the return expected on the capital employed in the public 
enterprise sector, although they did indicate the expected con- 
tribution of public enterprises to plan resources in overall 
terms. In the Fourth Plan (draft outline), credit has been 
taken for generation of surpluses amounting to Rs. 1,085 cro- 
res from public enterprises. The document does not, how- 
ever, give an undertaking-wise break-up of this total; nor 
does it provide a clear statement of the manner by which this 
total is arrived at. It does make a mention of the desirability 
of obtaining a rate of return of 11 to 12 per cent on the capi- 
tal invested in public enterprises. But sufficient care has not 
been taken to define the term capital employed and specify 
the method of calculation of the rate of return thereon. The 
Government should explicitly specify the general financial and 
economic obligations of public enterprises indicating output 
and pricing policy that the public enterprises operating in 
different industries and market situations should follow. 

In addition to this, the Government should provide a 
“financial framework” to each enterprise indicating, mter alia,, 
the following: % 
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(a) the output and pricing policies that the enterprise 
should follow; 

(b) the norms for the determination of the cost-bases 
for fixation of prices; 

(c) the bearing of public interest on the formulation 
of pricing policies; and 

(d) the distribution of responsibility for interpretation 
of public interest between the Government and 
the management of the enterprise. 

If generation of surpluses constitutes a major objective of 
the pricing policy of public enterprises^, it would be better if 
the Government confined its directives to the management of 
the enterprise to output policies, leaving the prices to be fixed 
by them in accordance with the market situation. This should 
be particularly helpful in the case of monopoly type enter- 
prises. As a matter of fact, the greater the emphasis on gene- 
ration of surpluses, the greater would be the need for giving 
freedom to the management in the matter of pricing. Of 
course, in the case of public utilities like electricity and trans- 
port it would be neither advisable nor possible to leave the 
question of pricing entirely to the management of the enter- 
prise. But in other cases, including the enterprises in inter- 
mediate goods industries, it should be possible to adopt this 
policy. 

The obligations of the enterprise in regard to output 
policy may, in general, emphasize the production of full capa- 
city output. The profits earned by the enterprise at full 
capacity output would show the marginal productivity of 
capital invested in the enterprise. At the same time they 
would represent the maximum amount of surplus that the 
enterprise can generate without resorting to output restriction. 

One possible disadvantage in leaving the prices to be 
determined by the management of the enterprise may be that, 
in that case, there would bo no explicit compulsion on the 
management to keep a watch on its costs. One way in which 
this problem may bp tackled would be to prescribe some 

cgeneral norms regarding*costs in the “financial frameworld’ 

■ ■ ■ € 
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laid down by the Government. If the “financial framework’" 
is not expected to cover that much of details, it may, at least, 
indicate the methods on the basis of which such norms can 
be determined. Alongwith this, it may contain an additional 
provision that the excess of the actualised costs over the nor- 
mative costs would be deducted from the surpluses earned by 
the enterprise and surrendered to the Government as a kind 
of fine, unless there are some special circumstances beyond 
the control of the management to justify this excess. 

Public interest becomes a significant factor in pricing 
policy only in case it comes into conflict with the normal com- 
mercial obligations of the public enterprises. As far as possi- 
ble the Government should take upon itself the responsibility 
for defining what constitutes public interest and specify the 
same in the “financial framework” within which the enter- 
prise is expected to operate. In particular, it should indicate 
the extent to which the enterprise should sell at less than cost 
of production on considerations of public interest. In case 
■some amount of discretion is permitted to the management 
m the matter of interpretation of public interest, it should be 
left open to it to seek explicit sanction from the Government 
for the steps taken by it in this direction. 

Thirdly, there is need for a greater measure of uniform- 
ity on the procedures relating to pricing. For this, it would 
be necessary to ensure, on the one hand, that each enterprise 
knows about what others are doing and, on the other, that the 
'Government takes into account facts about the working of 
not only the enterprise in question, but also other enterprises 
in the public sector. This would incidentally help the esti- 
mation of the overall financial obligations of public enter- 
prises in more concrete terms. 

Fourthly, the internal organisational structure of the 
public enterprises needs to be rationalised with a view to im- 
proving both the formulation and implementation of policies. 
Each enterprise should be required to set up an economic and 
statistical department and a management accountancy cell 
within this department. As far as practicable the adminis- 
trative units in charge of budgeting, planning and statistics 
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should be placed under the charge of the same administrative 
head — ^preferably, the Financial Adviser or the Chief Accounts 
Officer in order to secure adequate co-ordination between 
their work. 

Lastly, steps should be taken to ensure greater co-ordina- 
tion between the pricing policies of enterprises which are 
inter-dependent on each other in a significant way. The pro- 
blem of inter-undertaking disputes is going to increase as the 
existing units go into production and new units are set up. 
At the moment, such disputes are being resolved, to some ex- 
tent, through lengthy correspondence and discussion between 
different administrative Ministries. The available evidence, 
however, shows that the existing procedures are rather inade- 
quate to meet the requirements of the situation. 

It has for some time past been suggested that a perma- 
nent administrative organisation (usually designated as the 
Central Price Commission) should be created both to serve 
as a central pool of information on the working of the public 
enterprises and as an agency for arbitrating on the disputes 
between them on financial matters. It appears that general- 
ly speaking, the public undertakings are averse to the setting 
up of such an organisation. The general apprehension is that 
an organisation of this type would tend to assume control 
functions, which would impinge upon the autonomy of pub- 
lic enterprises. 

As- a matter of fact, there is hardly an adequate justifica- 
tion for creating a new organisational machinery for giving 
effect to the suggestions made above. On the one hand, 
the functions of some of the existing organisations dealing 
with public enterprises may well be suitably modified and 
expanded to serve the many of the objectives which a new 
organisation like the Central Price Commission would serve. 
The setting up of the Commission would rather result in an 
unnecessary duplication of the organisational machineries 
capable of handling identical -kind of tasks. 

Thus the task of collecting information on Ahe financial 
policies and procedufes jtnay be entrusted to the Bureau of 
’ Public Enterprises in the Ministry of Finance of the Gov- 
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eminent of India, To a certain extent it may also provide 
the necessary guidance to the Government as well as the pub- 
lic enterprises on matters relating to pricing policy. Being 
situated in the Ministry of Finance it may reasonably be ex- 
pected to command sufficient respect to enable it to function 
as a clearing house of information and as an agency for guid- 
ing the authorities concerned on technical matters. 

On the other hand, it is difficult to see how an adminis- 
trative agency like the Central Price Commission would con- 
tribute towards securing better co-ordination between the 
price policies of different enterprises. The administrative 
implications of the problem would depend upon whether the 
enterprises in question are controlled by the same Govern- 
ment or by different Governments. Cases of conflict between 
the interests of enterprises operating under the same Govern- 
ment — -Central or State — can be effectively tackled by the Gov- 
ernment concerned. The Government inevitably reserves 
powers to issue directives to public enterprises established by 
it. The Government would, therefore, always be in a posi- 
tion to straighten out the disputes between the enterprises 
established by it with a certain measure of finality. 

Problems of co-ordination of this category need not, there- 
fore, necessitate the creation of a statutory administrative 
body exclusively devoted to this task. Each case of dispute 
may be taken up on an ad hoc basis and dealt with by a com- 
mittee on the recommendations of which the Government 
may issue necessary directives to the enterprises concerned. In 
case, however, such cases occur frequently, the Government 
may create a permanent committee (e.g., the committee of 
secretaries) to deal with these questions. One advantage in 
creating a standing committee for the purpose may be that it 
might ensure a greater measure of '‘fairness” in the decisions 
taken on such issues. 

Co-ordination between the policies of enterprises set up 
by different Governments, may* not, however, be as easy to 
secure. D^utes between them may well develop into inter- 
Goyernment disputes. It is difficu]f to* see how an element 
of compulsion can be brought about in resolving these disA 
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• putes. In the ultimate analysis, the only way in which such 
problems: can possibly be resolved is by mutual agreement 
between the parties concerned. 

Yet, some kind of organisational framework may be of 
help for a proper appreciation of the issues in question by the 
parties concerned. The administrative agency dealing with 
the question would have to command the confidence of the 
parties concerned. This, in turn, implies that it would have 
to be created with the consent of the parties concerned and 
further that the composition of the Committee must be such 
as to represent the various interests involved. An adminis- 
trative agency created by the Central Government is not likely 
to satisfy this requirement. 

One such organisation to which cases of this kind could 
be referred might be the already existing Zonal Councils. It 
is doubtful, however, if the Zonal Councils, possess sufficient 
technicaT competence to undertake tasks of this nature. 
Keeping in view the nature of the problem it would obvious- 
ly be advisable to refer them to more specialised administra- 
tive agencies. 

There are two other alternatives which may be consi- 
dered in this regard. One is the creation of a standing com- 
mittee of officials. A standing administrative organisation on 
which the interests of the Governments as well as enterprises 
are represented, may, however, become too big to work effec- 
tively. The other alternative is that of creating an ad hoc 
committee to deal with each problem as and when it arises. 
This seems to be a better device than the former. The mam 
advantages of adopting this procedure would be two-fold. 
Firstly, it would make it possible to get each problem examin- 
ed by persons most competent to do the job. Secondly, it 
would help quick disposal of cases. Much, however, would 
in any case depend upon the mutual goodwill and under- 
standing between the contending parties. 



BUDGETING IN PUBLIC ENTERPRISES ; 

A CRITICAL APPRAISAL 

1. Introduction 

Budgeting is both a management philosophy and an ins- 
trument of action. It enables “all those in an organisa;tion 
who are responsible for the use of resources to project their' 
ideas into the future, and concurrently to look back to see 
how performance compared with premise and intentions’ 

Basically, it emphasises two aspects of the management 
function: the functions of planning, and control. The impor- 
tance of these two functions of management in the context of 
the administration of business cannot be over-emphasized. 

For some time past, the budgetary practices of public 
enterprises have been subjected to extensive criticism. The 
Estimates Committee of the Lok Sabha has not been quite 
satisfied with the existing position in this regard. 

In its 20th Report (Second Lok Sabha) the Committee 
recommended that the public undertakings should prepare a 
performance and programme statement for the budget year 
together with the previous year’s statement. It further re- 
commended that these enterprises should be encouraged to 
prepare business-type budgets. These recommendations were 
reiterated by the Committee in its 73rd Report (Second Lok 
Sabha) . The Government gave an assurance to the Commit- 
tee to take necessary steps in this, direction. But it is difficult 

I. Quoted from an unpublished nate on this subject by Mr. 
F.L. Tandon, Chairman, Hindustan Lever Limited. • 



118 


BUDGETING IN PUBLIC ENTERPRISES: 


to say if adequate progress has been achieved in this direction 
so far. The question deserves a detailed examination. 

2. The Existing Position 

As an instrument of planning and control of operations, 
the aspects of the existing budgetary practices that merit spe- 
cial attention arc (a) the period for which budgeting is done, 
i.e., the “time-span” of budgeting; (b) the magnitudes in res- 
pect of which budget estimates are prepared, i.e., the 'cover- 
age’ of budgeting; and (c) the mechanics of budgetary con- 
trols. 

2.L The Time Span. Most public enterprises in India 
do not prepare budgets covering a period of more than one 
year. As such the use of budgeting as an aid to forward 
planning is rather limited in the public enterprise sector. It 
is true that these enterprises do prepare a kind of perspective 
plan at the interval of every five years, on the eve of the pre- 
paration of the national Five-Year Plans. The circumstances 
in which these plans are prepared are more or less compulsive 
in nature, insofar as the basic objective behind the prepara- 
tion of the same is to fulfil the obligation placed on the enter- 
prises in this regard by the Planning Commission and the 
Government. The scope of these plans (which may be bet- 
ter described as “programmes”) is, however, limited covering 
the expansion of capacity and thereby aggregate output. 
Further, the methodology used for making projections of the 
relevant aggregates, e.g., marketable output, is rather crude. ' 

On the whole, budgeting in public enterprises is more or 
less on an annual basis. Expenditure on capital account dur- 
ing the budget year is determined keeping in view the cons- 
traints of availability of funds from the Government about 
which information is usually communicated to them before- 
hand. Estimates of revenue expenditure are prepared on the 
basis of (a) past year’s results, and (b) the likely effects of 

■ ■ r ' ■ ■ 

2. Of course, in the case of major industries, the *'plans” of 
the enterprises are based on the relevant project ions <.<Qade by the 
Planning Commission. rBut the reliability of the Planning Com- 
miission estimates, themselves, may be questionable and to that ex- 
tent “planning” in public enterprises would be open to criticism. 
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the fruition of expansion of capacity proposed to be effected 
during the budget year. 

2.2 Coverage and Scope. The coverage of budgeting 
is reflected partly in the constituents of the budget and partly 
in the type of classification that is followed. The public 
enterprises may be placed into three categories from this 
point of view. 

In the first place, there are a few" like the Chittaranjan 
Locomotive Factory, the Bharat Electronics Limited, and the 
Heavy Engineering Corporation which prepare fairly detailed 
budgets. The budget of the Heavy Engineering Corporation 
(HEC for short)® apart from incorporating summary state- 
ments of receipts and expenditures in the revenue account and 
capital account, also gives the programmes of production, re- 
venue and expenditure in each of the major units of produc- 
tion. Thus detailed budgets are prepared for the Foundry 
Forge Unit, the Heavy Machine Building Project, the Heavy 
Machine Tools Project, and also the Jagannathnagar Town- 
ship. Besides, a summary of common charges for the Corpo- 
ration as a whole is also provided. 

The budgets of these enterprises broadly satisfy the objec- 
tives of performance budgeting as well as business budgeting. 

By showing the distribution of investment expenditure by end- 
results and that of costs by the major constituents of the pro- 
duct-mix, they satisfy the main objective of performance 
budgeting which is to show the distribution of expenditure by 
end results. By relating the budgeted financial results of the 
enterprise to the operations and achievements of the enter- 
prise in physical terms, they go a fairly long way towards 
meeting the requirements of business budgeting. Of course, 
as pointed out at a later stage, they are by no means very 
near to what could possibly be done in these respects yet they 
contain elements of performance as well as business budget- 
ing. # 

In the second category may be put the enterprises which 
prepare budgets which while being fairly detailed, are framed 

3. For the year 1965-66. 


■ ■ ’m 
■« 
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on what may be called as the traditional pattern. The prin- 
cipal magnitudes in regard to which projections are made are 
more or less confined to expenditure and receipts in financial 
terms. To this category would belong the budgets of most 
public utilities and transport undertakings. The budget of 
the Bihar State Road Transport Corporation' can be taken as 
an illustrative case in this regard. The Corporation's bud- 
get comprises summary and detailed statements of expendi- 
ture and receipts in the capital and the revenue account and 
a few explanatory tables giving the details of the totals under 
some important heads in the above statements (c.g., Funds^ 
Deposits and Advances). 

The classification of expenditure in the revenue account 
is first according to the functional categories in w^hich the 
operations of the Corporation have been divided, e.g., “Traffic 
(Operational)" and “Workshop and Maintenance". The 
aggregates under each of these categories are further detailed 
in an object-wise distribution. 

The classification of expenditure in the capital budget of 
the Corporation is broadly object-wise, aggregate expenditure 
being distributed between “land", “building", “electrical in- 
stallations", etc. 

Broadly, the system of classification of expenditure adop- 
ted in the budgets of the enterprises belonging to this cate- 
gory does not show expenditure by activities and end results 
and as such does not conform to the objectives of performance 
budgeting. Further, budgeting in these enterprises is limited 
in scope and coverage, being largely confined to what may be 
called “planning of expenditure". It does not underline the 
overall objectives of the enterprise and the inter-relationships 
between the various parts of the activities of the enterprise 
as production and sales. Thereby, it fails to approximate to 
the requirements of business budgeting.® 

4. For the year 1965-66. 

5. The above is by no means intended to suggest that the 
enterprises belonging to this category do not plan their^^ciivitits in 
non-financial terms. The estimates of expenditure, and receipts 
(•Continued on next page) 
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111 the last category may be placed those enterprises 
which prepare very short budgets. Examples of such enter- 
prises are provided by the Hindustan Machine Tools, the 
Hindustan Cables and the Hindustan Photo Films Company. 
The budget of the Hindustan Cables," a rather clumsy docu- 
ment, is broadly comprised of a revenue budget, a capital 
budget and a ways and means statement. Expenditure on 
revenue account is shown in two ways, according to the major 
objects of expenditure, e.g., ‘raw^ materials’, wages and sala- 
ries, and according to the major departments of the enter- 
prise. A tentative forecast of profit, based on the estimates 
of revenue and expenditure included in the budget is also in- 
cluded as part of the revenue budget. Receipts on the reve- 
nue account are detailed according to the sale proceeds from 
the various items produced by the Corporation. Expendi- 
ture on capital account is shown in three parts: (a) carry over 
items, (b) new items, and (c) current expansion project. A 
separate statement showing the distribution of aggregate capi- 
tal expenditure between the different departments of the enter- 
prise is also provided. Receipts on the capital account are 
shown in the overall ways and means statement as well as 
in a separate statement showing the sources from which the 
funds would be forthcoming. Apart from the above, the 
budget incorporates statements giving the details of totals of 
receipts and expenditure under some important subheads in 
the revenue budget such as Miscellaneous Expenses, Sale 
Realisation, etc. 

The budget of the Hindustan Photo Films Manufactur- 
ing Company'' is again broadly consisting of three parts, viz., 
(i) capital budget, (ii) revenue budget, and (hi) ways and 
means budget. Expenditure on the capital account is classi- 
fied according to the major objects of expenditure, e.g., '‘plant 

{Confmued from previoiis page) 

are prepared on the basis estimates of physical targets of services 
to be provided and the likely costs of the same in physical terms. 
But the budgets by themselves do* not indicate the programming 
in physical terms and the relationship of the financial estimates with 
the programijSfts frmulated in physical terms. ■ 

6. For the year 1965-66. 
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and equipment”, “land and buildings” and “township”. This 
type of classification obviously does not show expenditure by 
major end-results. The classification of expenditure in the 
revenue budget (summary) is also broadly by the major 
objects of expenditure, e.g., raw materials, direct labour, 
transport, etc. The ways and means budget provides an ac- 
count of the likely financial position of the company taking 
into account both the revenue and the capital budgets. 
Classified in this manner, the statement of expenditure fails 
to show the distribution of the costs incurred by the enter- 
prise either by the responsibility centres or by the main com- 
ponents of the product-mix. 

The wide variations in the classifications as well as the 
scope of budgeting indicate that the public enterprises are not 
guided by a uniform set of principles or objectives in pre- 
paring their budgets. Further, it appears that taking the pub- 
lic enterprise sector as a whole, steps arc just beginning to be 
taken towards introducing a sophisticated budgetary system, 
much ground being yet to be covered in this direction. 

2.3. Budgetary Controls. Most enterprises do have a 
system by which the top management is kept informed of the 
progress achieved in the various targets set in the budget. 
The extent to which the budget itself provides the basis for 
management information and reporting depends, for obvious 
reasons, on the coverage and scope of budgeting. 

In the case of those enterprises the budgets of which have 
a fairly detailed coverage, reporting in respect of the quanti- 
ties incorporated in the budget keeps the management inform- 
ed of the achievements and failures of the enterprise in the 
different facets of its activities. The budgetary practices in 
the Fertilizer Corporation of India as well as the Bharat 
Electronics provide ample evidence of this. The budgets of 
these enterprises incorporate details regarding production and 
sales targets and the management is kept informed of the 
achievements in respect of these at regular intervals during 
the ^budget period. The reporting is usually on a monthly 
basis, supplemented a quarterly assessment of'performance 
^against the budgeted estimates. 
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The position in respect of the enterprises which confine 
their budgeting to financial aggregates is slightly different. 
In the case of these, reporting in respect of the aggregate in- 
cluded in the budget provides the top management with only 
a partial assessment of how the enterprise is faring. The fin- 
ancial aggregates are, of course, generally, based on the rele- 
vant estimates in physical terms, but as they are not taken 
into account explicitly in budgeting, reporting in respect of 
budgeted quantities does not provide an account of the extent 
to which they are being realised. 

However, many enterprises which otherwise confine their 
budgeting to more or less financial aggregates do have some 
system of management reporting in respect of physical targets, 
although it does not form part of their budgetary process. To 
take the familiar case of the Bihar Road Transport Corpora- 
tion, even though the reporting with reference to budgeted 
quantities is on the whole confined to progress of expenditure, 
the management is separately informed about the position in 
respect of operational performance, e.g., services provided, 
realised load factor, breakdowns, etc. In fact most public 
enterprises, irrespective of their approach to budgeting, have 
taken significant measures towards developing a system of 
management reporting, as revealed by the studies made by 
the COPP Management Group in this regard,^ and the infor- 
mation collected by the Administrative Reforms Commission.® 
A few notable undertaking covered by the COPP Manage- 
ment Group in its studies are the Indian Airlines Corporation, 
the Indian Telephone Industries and the Delhi Transport 
Undertaking. The Indian Airlines Corporation, for instance, 
has adopted a very extensive system of management report- 
ing which provides for a continuous inflow of information on 

8. A note on Management Reporting in Public Enterprises 
(impubiished); prepared by the COPP Management Group, Plan- 
ning Commission, Government of India. 

9. The material collected by the Administrative Reforms 
Commission is comprised of: (a) replies to the questionnaire circula- 
ted to public undertakings by the Study Team on Public Under- 
takings of tlS Commission; (b) memoranda submitted to the Study 
Team by individuals and organisations^ and (c) evidence given by 
officials before he Study Team. 
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almost all operational matters to the top management. The 
same could be said to be more or less true of some other enter- 
prises covered in these studies, e.g., the Indian Telephone In- 
dustries and the Delhi Transport Undertaking. 

3. Deficiencies in the Existing System 

An important deficiency of the existing budgetary prac- 
tices in public enterprises is the absence of a sufficiently long 
perspective. The one year period for which budgets are pre- 
pared is often too short and does not provide an adequate 
basis for planning its operations. Related to it in some res- 
pects is the crudity in the methods for making the relevant 
estimates. The undue emphasis placed on historical factors 
for making projections for the future may to a certain extent 
be attributed to the short period perspective that the manage- 
ment has in view in preparing the budgets of these enterprises. 
With a longer perspective in view the management would be 
under greater pressure to be more precise in making the rele- 
vant estimates (e.g., of expected returns from investment) for 
the purposes of budgeting. 

The major deficiencies in budgeting, however, arise from 
the fact of limited coverage and the traditional or object-wise 
classification in the budgets of most public enterprise. The 
absence of the details of various important aggregates relat- 
ing to the operation of the enterprise impairs the potentiality 
of the budgetary mechanism as an instrument of communica- 
tion and control. As a result of the absence of an explicit 
inclusion of the details regarding the constituents of the vari- 
ous aggregates included in the budget the interactions of un- 
foreseen changes in one variable on others are not immediate- 
ly apparent. This in turn stands in the way of taking time- 
ly decisions about the right course of action directed to safe- 
guard the overall interests of business. The object-wise 
classification tends to blur and possibly misdirect the focus of 
control by implicitly putting, emphasis on realisation of tar- 
gets in respect of expenditure rather than the purposes or end- 
results for which expenditure is incurred. 

, It is possible that if the management had a built-in 
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organisational framework for an efficient and timely analysis 
of the data reported to it, the inhibitory effects of budget form 
on comnaunication and control over operations could be neu- 
tralised. The data flowing to the management on different 
facets of its operations could have been analysed to show (a) 
whether changes in the parametric conditions, if any, neces- 
sitated a recasting of the budget, and (b) whether the realis- 
ed results corresponded to the budget estimates, and if not, 
what precisely were the reasons for thatT 

At present public enterprises do not however, seem to 
have evolved a system by which such an analysis is made. 
Many Enterprises jtist do not have the organisational frame- 
work and the expertise needed for the purpose. The replies 
given to the questionnaire issued by the Administrative Re- 
forms Commission to the public undertakings indicate that 
out of 43 Central Government Undertakings only 12 have 
such statistical units which judged by their own standards, 
can be regarded as satisfactoiy%'^ Even those enterprises 
which do have some kind of an organisational set up for the 
purpose, by way of statistical units, hardly make an endeavour 
in this direction. The situation, as it exists at present, is that 
in most enterprises data on financial and non-financial mat- 
ters are fed to the management by different agencies, the for- 
mer usually by the budget section and the latter by the func- 
tional heads of the departments and the task of drawing in- 
ferences from them is almost entirely left to the top manage- 
ment, which, obviously, cannot possibly spare sufficient time 
for the same. 

4. Some Basic Factors Behind the Existing Deficiencies in 

Budgeting ■ 

The budgetary practices in public enterprises have evolv- 
ed from that in the Government and this is perhaps the most 

10. The point has been discussed in some detail in the paper 
on ^‘Appraisal of the Managemenfs Performance in Public Enter- 
prises'’ writtei^by the author. 

IL Some of the notable public undertakings which Just do 
not have statistical units are Indian Drugs and Pharmaceuticals Ltd.,^ 
. and the Moghul Lines Ltd. 
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important factor accounting for the deficiencies therein. The 
approach and philosophy behind government budgeting (or to 
be more precise, the traditional type of budgeting) still ling- 
ers in the budgetary practices of public enterprises. The co- 
verage and scope as well as the classification of receipts 
and expenditure adopted in the budgets of public enterprises 
reflect the impact of traditional budgeting in varying deg- 
rees “ The focus of traditional type of budgeting is mainly 
on control of expenditure, the objective being to ensure that 
the expenditure actually incurred does not exceed the amount 
for wheih authority for spending has been obtained. There is^ 
no doubt, a good deal of justification for this approach, but 
that is not the kind of approach which would be suitable for 
public enterprises. For, in the case of commercial under- 
takings, planning and control of expenditure as such has no 
special significance. Expenditure constitutes a means to 
achieve certain ends which would equally depend upon seve- 
ral other variables the most important of which may be the 
revenue receipts or, to be more precise, the sale proceeds of 
the enterprise. 

But historical factors apart, the deficiencies of the exist- 
ing budgetary system may, to a significant extent, be attribut- 
ed to the fact that the objectives which the management is 
expected to pursue, are themselves often not very clear. For 
instance, the management of the enterprise is seldom adequ- 
ately clear about the obligations of the enterprise in respect of 
the output to be produced or the rate of return to be earned 
on capital."'' As a matter of fact, there is considerable mea- 
sure of diffusion in the authority for decision making 

12. The Budgetary practices of the Bihar Road Transport 
Corporation provide a good example of this. Budget preparation in 
the Corporation is strictly based on explicit government directives 
in that regard. Of course, the obligation on the enterprise to pre- 
pare its budget in a certain manner for presentation to the Go\'ern- 
ment does not prevent the enterprise from having a more sophisti- 
cated and operationally useful system of budgeting. But the exist- 
ence of explicit government directives in this regard produces an 
inertia in the management towards evolving a new ^stem of bud- 
geting. - ^ 

^ 13^ This point has been discussed in greater detail in ^the 

author’s paper on ‘Tricing in Public Enterprises.” 


A CRITICAL APPRAISAL 


127 


on some of the vital issues in the way of the manage- 
ment having a clear view of what it is striving for. The 
lack of precise objectives stands in the way of the deve- 
lopment of a sense of direction for the managerial acti- 
vity of which budgeting is a part. If the management is not 
very clear about its objectives regarding production and pric- 
ing there is no implicit or explicit compulsion on it to orient 
its budgeting to realising its commercial or non-commercial 
objectives, which in turn is manifest in the lack of anxiety 
on its part to abandon the traditional approach towards bud- 
geting and all that it implies. 

Lastly, the virtual absence of accountability on the part 
of the management for the financial results of the enterprise 
may also be contributing towards the same. It is obvious 
that when the objectives which the management is expected 
to pursue are not precisely defined, the management cannot 
possibly be held accountable for any particular set of results. 
Nevertheless, most public enterprises do not at present have 
even an explicitly stated minimum obligation of covering their 
costs. A study of the enabling statutes of some major public 
corporations and the articles of association of 42 Central 
Government Companies reveals that the Government has not 
put even this minimum obligation on them. Of course, in 
the case of many enterprises, the enabling statutes or the arti- 
cles of association, as the case may be, do contain provisions 
which might be interpreted to signify an obligation of that 
import. That, however, is obviously, not sufficient since the 
very possibility of different interpretations detracts from the 
force of the provision."^^ 

5. Suggestions for Reforms 

The need for reform in the budgetary practices of pub- 
lic enterprises has been felt for long. Various suggestions 
have been offered in this regard, but generally the focus of 
these suggestions has been on technical matters relating to 
budgeting. What is perhaps neecled is a change in the man- 
...■ ' 

14. These points have been discussed in greater detail in the , 
papier on ‘Tricing in Public Enterprises” written by the auth®r. 
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agement philosophy which gets reflected in the budgetary 
practices that obtains at present in the public enterprise sec- 
tor. This, however, need not undermine the importance of 
reforms in the technical aspects of budgeting, since there is an 
inevitable link between the two: the overall management phi- 
losophy and the technique of budgeting. 

As a first step towards budgetary reform the overall 
obligations of public enterprises, generally as well individually, 
should be defined with a greater measure of precision and 
clarity. The obligations of the enterprise may be both in 
respect of financial and non-financial matters, the latter pos- 
sibly having financial implications. To borrow a phrase 
which has already been used elsewhere, each enterprise should 
be given a precisely defined “financial framework” which 
should clearly bring out in particular the policy of the enter- 
prise in regard to output, prices and the rate of return on 
capital. With its objectives defined in precise terms, it would 
be possible for the management to orient the focus of its bud- 
geting in more meaningful directions than it is doing at pre- 
sent. 

Secondly, public enterprises should, in general, be requir- 
ed to prepare their budgets in greater detail than they do at 
present. The budgeted expenditure should be classified in a 
more meaningful manner showing the distribution of expen- 
diture according to (a) the programmes and activities to be 
financed by the proposed expenditure, (b) the end results 
flowing from the expenditure in question, and (c) as far as 
possible, the structure of responsibility centers in respect of 
the programme to be realised. In other words, there is need 
for introducing a great measure of “performance element” 
in the budgetary classifications. Further in a business enter- 
prise, there is an inevitable link between expenditure and re- 
venue, both bearing on the overall results that is sought to 
be realised. The budget should, as far as practicable, bring 
out the relationship between, the different variables on reve- 
nue and expenditure and further the bearing of revenue and 
expenditure on the profitability of the enterprise.'^ 

TJie above need not necessitate a complete redesigning 
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of the presently existing budgetary system. 

The broad divisions in which public enterprise budgets 
are being prepared at present (viz., capital, revenue and ways 
and means budgets) may well be retained. But the contents 
of each would have to be classified and presented in a differ- 
ent manner. Expenditure on the capital account would have 
to be shown project-wise, the expenditure on each project be- 
ing further distributed between the main constituents of the 
project (activities) and the objects on which money is to be 
spent. The aggregates for each project would have to be 
further distributed according to the responsibility-centres. 
To a certain extent, the same pattern of classification of ex-* 
penditure might satisfy the above requirements. 

The revenue budget would have to be recast to present 
an account of the receipts and expenditure by (i) the main 
components of the product-mix of the enterprise (ii) the res- 
ponsibility centres for realising the expected results, and (iii) 
the economic characteristics of the budgeted costs. The re- 
venue budgets of most public enterprises, as they are at pre- 
sent, provide a consolidated picture of the receipts and ex- 
penditure relating to the operations (in productive or servic- 
ing activities) of the enterprise. The consolidated type of 
statement has, of course, an importance of its own, but it 
needs to be supplemented by separate statements giving the 
details of the major components on the revenue as well as the 
expenditure side. This implies preparation of a number of 
''supplementary budgets” giving say, the sale proceeds and 
costs in respect each of the products of the enterprise, and the 
breakdown of costs between the major responsibility-centres 
which may for instance, be the different production shops in 
a manufacturing enterprise. 

The content of these "supplementary budgets” w^ould be 
determined with reference to the overall perspective which the 
management has to have in view in using the budget as an 
instrument of communication and control. This perspective 
-would, in turn, be given by the overall objectives, commercial 
as well as non-commercial, which the management has to pur- 
sue. It is difficult to make any generalisation about tM im- 
plications of non-commercial ♦ objectives from th.m> point of 
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view. But the implication of commercial objectives is obvi- 
ous, viz., the content of these supplementary budgets should 
be such as to enable the management to assess (i) the ultimate 
causes of the variance between the observed and budgeted 
estimates, and (ii) the bearing of these variations on the profit- 
ability of the enterprise. 

An increase in cost over the budgeted amount may, for 
instance, be due to increase in input prices as well as increase 
in consumption of inputs over the budget standards. In order 
that the management is able to ascertain the exact reasons 
for the variance, the “supplementary budget” reladng to the 
costs in question should indicate the assumptions in respect 
of the input-prices and consumption-standards on the basis of 
which costs are estimated. Similarly, the “supplementary 
budgets” in respect of the sale proceeds of each product of 
the enterprise must indicate the assumptions regarding the ex- 
pected prices of the product in question, underlying the esti- 
mates of the sale proceeds. 

Apart from these “supplementary budgets” relating to 
the operations of the enterprise, the public enterprises may 
well adopt the practice of projecting profit and loss accounts 
and balance sheets. While there are instances of a few — 
rather very few — enterprises preparing some rudimentary kind 
of profit and loss statements alongwith the budget, it is doubt- 
ful if any enterprise takes care to prepare a balance-sheet for 
the close of the budget period. Further, it might be useful 
if alongwith the budget for the normal budget period, the 
enterprises also prepared a budget for a longer period, cover- 
ing a number of budget periods. Thus, alongwith the annual 
budget, a five-yearly budget might also be prepared. The 
main advantage of this practice would be that it would pro- 
vide a basis for the evaluation of the performance of the man- 
agement at regular intervals. 

A reform of the existing budgetary procedures on the 
lines suggested above, should not necessitate any major alter- 
ation in the organisational machinery existing«rin the public 
enterprises at present. Steps may however be taken to effect 
' a greater measure of co-ordination between the statistical^ 
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budgeting and planning units in the enterprises. There is an 
obvious case for strengthening the statistical units in public 
enterprises for meaningful analysis and reporting of data, 
which is an important pre-requisite of an effective system of 
budgetary controls. 

It would appear that the focus of the suggestions made 
in the preceding paragraphs is in the main on two points 
The first is that there is need for redesigning budgetary classi- 
fications in the public enterprise budgets on the lines of per- 
formance budgeting. The second is that budgeting in public 
enterprises should be in greater detail so as to meet the re- 
quirements of a business undertaking. The Estimates Com- 
mittee of the Second Lok Sabha had long back recommended 
that public undertakings should prepare performance cum- 
programme statements alongwith their budgets and that they 
should take steps towards introducing business type budgets. 
The Committee, however, did not spell out in any detail what 
it meant by business type budgets. There is no standard pat- 
tern of business-budgeting. Perhaps, it would not be feasible 
to lay down any such standard pattern. It might perhaps 
be possible to discern a certain measure of uniformity in the 
philosophy underlying the budgetary practices of business 
undertakings — philosophy which is significantly different 
from that underlying the traditional type of budgeting. If 
the need for orientation in this philosophy (and thereby the 
pattern of objectives that the public enterprises are follow- 
ing) is accepted, what has been submitted above by way of 
suggestions logically follows. Whether it is known as a re- 
orientation towards business type budgeting is a matter of 
secondary importance. 
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This paper is devoted to a discussion of some of the pro» 
blems which the student of economic administration is likely 
to face in the course of his researches on the activities of 
the Government. The context is that of research on an in- 
dividual basis on the conduct of business by the Government. 
The content of the paper is drawn from the experience which 
the author has acquired in the course of his researches on 
public enterprises, in various capacities, e.g., as a research 
assistant, as a lecturer in economics and as an economist as- 
sociated with autonomous research institutions. 

The problems which are being discussed in this paper 
relate to the empirical investigations into the working of the 
public undertakings. Strictly speaking, empirical research im- 
plies observation . and analysis of data with a view to testing 
a hypothesis. Very often, however, we make investigations 
without stating our hypothesis neatly. Further, for certain 
purposes we confine ourselves to observing and describing the 
facts and characteristics regarding the subject-matter of our 
study. In a broad sense we may put the research of all these 
varieties into the broad category of empirical studies. The 
basis of the present paper is the experience of the author in 
conducting empirical studies in this broad sense. 

The paper is divided into five sections, each dealing with 
one specific problem arising in the reference context. 

1. The Preliminary Stages: Obtaining Pemiission to Collect 

Information -» 

There is a widespread impression that the Governnaent 


SOME PROBLEMS OF METHODOLOGY., 


are not very enthusiastic about research on their operations 
by an outside agency. This is believed to be specially true of 
the business undertakings of the Government. Perhaps there 
is a certain measure of substance in this allegation. The re- 
luctance of the Government or the management of the Gov- 
ernment undertakings in supplying information to research 
agencies from outside the Government may arise from several 
reasons of -which two may be noted here. 

First, they feel that it would not be judicious on their 
part to disclose information which might be prejudicial to 
public interest in general, and their own interest in particular. 
In the course of my research work the Chairman of a public 
enterprise showed his reluctance to disclose the basis of price 
fixation by the enterprise on the ground that a public under- 
taking which had to compete with private undertakings should 
not disclose such information as might give its competitors a 
lead over it. The Managing Director of another undertak- 
ing adopted the same attitude on the ground that, in his view, 
the disclosure of information regarding cost and price structure 
of his enterprise would be prejudicial to public interest. 

Secondly, the public undertakings often do not trust the 
capability of the researcher to be objective and fair-minded in 
his approach. This is particularly so if the researcher is work- 
ing independently, i.e., if he does not represent an institution. 
The management of the enterprise is afraid of wrong inter- 
pretation of the data supplied to the researcher, which might 
put it in an embarrassing situation thrusting on it the onerous 
task of issuing rejoinders and clarifications later on. 

It is difficult to comment on the attitude of the manage- 
ment of the public enterprises in this regard. To a certain ex- 
tent, probably, they are quite justified in maintaining a rather 
negative attitude towards the researcher. But on the whole 
the impression that they are necessarily averse to researches 
on their operations is a little exjiggerated. In a substantial 
way the response of the management of the undertaking de- 
pends upon the researcher’s attitude towards the management 
of the enterprise and the way in -v^ch he approaches the ® 
san!e. ^ 
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A rather common difficulty with people belonging to the 
academic profession is that they get into thinking that they 
know a good deal. While generally there is nothing wrong 
with this attitude, in the particular context under reference 
here, this sort of attitude on the part of the researcher, for very 
valid reasons, may turn out to be rather unproductive for the 
purpose in view. Howsoever well-informed the researcher 
might be, it is unlikely that he would be knowing more about 
the working of the enterprise he wishes to study than the 
management of that enterprise. I have observed the attempts 
of many competent people in this direction getting gradually 
frustrated as they inadvertently, and as far as I could see, un- 
intentionally antagonised their informants on account of their 
self-assured air of importance and their “all knowing” attitude. 
It is human psychology that generally we do not like to be 
criticised and much less to be advised. 

A qualification may, however, be made to what has been 
said above. While it is almost always judicious to approach 
the top officials with a sense of humility, it is sometimes risky 
to adopt the same attitude while approaching the officials at 
the middle or lower levels. For, in that case, there is a very 
grave danger of being regarded as a “novice” and “immature”, 
and of being casually dismissed. I have found that the nature 
of the response of the informant is closely related to the level 
he occupies in the official hierarchy of the organisation. Offi- 
cials at the higher levels are generally sufficiently informed 
and therefore do not think it necessary to keep themseh-es on 
guard. Mostly they belong to cadre services of the Govern- 
ment. Their attitude is generally positive. On the other 
hand, the officials at lower levels tend to keep themselves on 
guard and are not very sure of themselves and this psychology- 
stands in the way of their taking a positive attitude to^v-ards 
the efforts of the researcher. 

Coming to the second point, the success of the researcher 
considerably depends upon the method .he adopts for the pur- 
pose. Generally, the practice in this regard^is to prepare 
- questionnaires for seeking information on the points under in- 



SOME PROBLEMS OF METHODOLOGY 


135 


vestigation, and then send the same to the informants. Very 
often, however, this method does not work in the context of the 
studies relating to the working of public enterprises. Some 
time back I had paid a visit to the Chittaranjan Locomotive 
Works and there in the correspondence files of the Financial 
Adviser, I saw a big questionnaire sent by a professor of 
economics (now no more). The questionnaire had been lying 
there for quite some time and I could easily sense that the 
authorities concerned were not very anxious to attend to it. I 
have myself had some experience of making futile efforts to 
obtain information in this way. 

Apparently, it may seem that the authorities display a 
curiously cold attitude towards the endeavours of the resear- 
cher to obtain information through questionnaires. But with 
a little deeper analysis of the situation we might probably be 
inclined to appreciate their attitude better. Firstly, the ad- 
ministration of public undertakings in our country strongly 
bears the reflection of the administration of public services 
in general. -An important principle of the administration of 
public services is that the public servants should record their 
views and decisions on the matters being dealt with by them 
and should be prepared to defend the same in case they are 
questioned. The public enterprises have also rightly or 
wrongly adopted this principle. One consequence of this 
is that the officials of the public enterprises are hesitant in ex- 
pressing their opinion and are rather unwilling to commit 
themselves in writing. The weaker the top administration of 
the enterprise, the greater is the hesitation and unwillingness 
of the officials in this regard. This is one of the reasons why 
the method of sending questionnaires to the public enterprises 
does not work. 

Secondly, the officials who are technically and otherwise 
competent to give information or opinion as asked for in the 
questionnaires very often do notffiave sufficient time to spare 
for the purpose. This is partly accounted for by the top- 
heavy type of’ administration that the public enterprises have 
generally borrowed from the Government. An important 
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characteristic (or limitation) of this type of administration is 
that the levels of decision making are rather too few, concen- 
trated at the top. As a result, generally, only people at the 
top levels of the administrative hierarchy are competent to 
send out information relating to the working of the enter- 
prise and these people are generally already overburdened 
with work. Even if they have the necessary technical and 
secretarial staff to assist them, they would not like to put 
their signature on outgoing despatches unless they are quite 
sure that the information they are sending out is not such as 
can be used in a manner which would be prejudicial to the 
interests of the enterprise. 

Thirdly, there are several matters regarding the opera- 
tion of public enterprises in respect of which adequate infor- 
mation cannot be obtained through the questionnaire method. 
The questionnaire method works if the matters on which in- 
formation is sought are such as to admit of a straight and 
short answ^er. In case, however, long explanations need to be 
given in answer to the questions raised, the informant be- 
comes reluctant to take the necessary trouble. In regard to 
such matters the questionnaire or any other method of obtain- 
ing information is no substitute for discussion. 

On the whole, therefore, it may be unfair on our part 
to blame the authorities too much for their cold response to 
the long questionnaire that the researchers often send to them 
for obtaining necessary information. The researcher would 
almost invariably be much more successful in his attempts if 
he approaches the authorities personally. 

Basically the attitude of the authorities is generally net 
negative, provided they are convinced that the researcher is 
clear about what he wants to know and he is prepared to 
take pains to achieve his objective. On the other hand, 
there is definitely some substance in the allegation that the 
authorities not unoften adopt a suspicious attitude towards 
the independent research worker. They put, quite naturallv, 
a greater measure oi trust in the research tedms sponsored 
^by Government or semi-Government institutions. Presum- 
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ablw this muy at least partly be accounted for by the general 
atmosphere of distrust and suspicion in which we are living 
ill India. Any further comment on this question is, how- 
ever, bevond ihc scope of this paper. 

2. EEiiiiiiatiiig the Element of Bias in the Information Col- 
lected 

As indicated in the preiious section, in the course of his 
work, the researcher may well have to investigate matters in 
regard to which documentarv evidence is not available. An 
illustration in point would be the inquiries into the basic 
motii’ations behind certain policy decisions. Often the de- 
clared objectives behind the policies adopted by these enter- 
prises do not express the real motives behind these policies. 
Another illustration might be provided by the investigations 
into the complex of factors bearing on the content of the 
decisions being studied. In all such cases the researcher 
W'Ould have to obtain necessary information through formal 
or informal discussions with the officials concerned. 

One grave danger of relying on the information provid- 
ed by the informant through discussions is that the conclu- 
sions or inferences drawn from such information may tend to 
get coloured by the personal prejudices of the informants. 
This is a rather common type of problem which the resear- 
cher has to tackle in statistical investigations. The theory of 
statistics suggests several methods of eliminating the errors 
arising from bias among the informants. There is, however, 
a slight difference between the problem of eliminating bias 
that the researcher faces in statistical investigations and the 
problem under reference here. When the population of in- 
formants is large, the element of individual bias in the infor- 
mation provided by them tends to get neutralised, and by a 
relatively minor processing of the data w^e can arrive at a 
fairly close approximation to the truth. In the particular 
case under reference, however, the number of informants is 
seldom largti^ nor is the nature of information sought such 
as to admit of statistical processing.® The task of elinunatinf 
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the element of bias in the information given by the officials 
in the context under reference, therefore, calls for a some- 
what different type of approach from that generally adopted 
by the statisticians in empirical investigations. 

The bias in question may be accounted for by a variety 
of factors. To some extent it emanates from the ignorance 
of the officials concerned. On several occasions, the officials I 
inter\dewed gave me wrong and misleading information simply 
because they were not fully informed about the subject bein^>- 
discussed and, at the same time, they did not like that I should 
get the impression that they did not know what was happen- 
ing in the departments of which they were holding charge. 
It is much more true of the officials at the higher levels of the 
administrative hierarchy than of those at the lower levels. 
Secondly, it results from an unconscious attempt on the part 
of the officials concerned to defend the working of their 
departments. This is specially likely to occur if, in the course 
of discussions, the researcher puts the official concerned in a 
wrong corner. ^ Thirdly, it may arise from the personal pre- 
judices of the informants. This, I feel, is the most common 
factor responsible for bias among the informants. Prejudices 
may exist for various reasons, e.g., strained personal relations 
with colleagues working in the same office, ideological lean- 
ings and diversified loyalties. The most usual way in which 
the prejudices of the officials get expressed is that in such 
cases the information given by them is coloured by judgment 
not unoften containing implicit insinuations and aspersion^ 
on their colleagues or superiors. Once the Chief Executive 
Officer of a big. public enterprise gave me some information 
on certain poHcies of the enterprise which implicitly contained 
a charge of dishonesty against the Minister concerned. Later 
on, I found that the information given by him was wrono- in 
certam respects and that there was no substance in ""the 
carges implicit therein. On inquiry, I gathered that the 
offmer in question was not liaving good relations with the 
Minister, and it was probably on account of this-that he was 
making allegations against the latter. 
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I cannot furnish an instance in which the officials pro- 
vided wrong information to the researcher deliberately. I 
should consider this to be a rather rare occurrence. Normal- 
ly, once the formal permission to collect data is granted, the 
attitude of the officials is, by and large, sympathetic towards 
the researcher. 

The elimination of the element of bias in the informa- 
tion given by the officials often turns out to be a difficult 
task. An effective way in which the researcher can tackle it 
is by cross-checking the information received from one source 
with that received from another source. In an organisation 
of the type that we have in pubic enterprises, usually the 
assignments of one department have direct or indirect bear- 
ing on those of a few other departments. It can easily be 
seen that the complex of activities of such organisations can- 
not be divided into watertight compartments; there being an 
inevitable relationship between the activities in one direction 
and the same in another direction. Thus there is an inevitable 
overlapping between the tasks of the planning and the budget 
departments of an enterprise. In respect of many matters, 
the formulation as well as the execution of policy is, in the 
ultimate analysis, a joint responsibility of several departments. 
A case in point would be the formulation of tariffs. In al- 
most all the enterprises whose working I have studied, tariffs 
.are formulated in consultation with several departments, e.g., 
those of planning, accounts, and statistics. In regard to such 
matters, the researcher can adjust the information collected 
by him by checking and cross-checking the information on 
the same subject received from one department with that re- 
ceived from another. 

The application of this method may be profitably car- 
ried a little further. The public enterprises, even when they 
are autonomous bodies, have an inevitable liaison with the 
Government. Often many of ^ the top Government officials 
are represented on the control boards of these enterprises. At 
the State ^vel, the Development and the Finance depart- 
ments of the State Government directly concerned with 
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the enterprises established by the State Government. The 
infonnation obtained from the officials of the autonomous 
bodies may well be cross-checked with that received from the 
Government officials. This I have found to be of special value 
in cases where the matter being investigated relates to the 
basic policies of the enterprise and thereby is of vital concern 
both to the Government and the enterprise in question. Thus 
on one occasion a top official of a public enterprise gave me 
some information on the price policy of the enterprise the 
accuracy of which was vehemently questioned by the Chief 
Secretary of the Government of the State. On another oc- 
casion, the officials of the parent Ministry contradicted the 
information supplied to me by the enterprise, showing me 
the original documents containing information on the subject 
in question. 

Very, often, however, it is possible to distinguish the ele- 
ment of bias in the information collected by sheer exercise of 
logic and common-sense. It has been my experience that 
when I held long and frequent discussions with an official, I 
could easily locate the extent of bias in the information ob- 
tained from him. The reason is that when the informant, 
who is subject to a certain type of bias, is made to express 
his views or report on a large range of interrelated subjects, he 
tends to become inconsistent in his statements, and for a care- 
ful listener it is not very difficult to find out the truth. Logi- 
cal reasoning and careful analysis of the information obtained 
would, I suppose, go a long way in enabling the researcher to 
achieve his objective in this regard. Once I had the oppor- 
tunity to discuss the content of public interest with a member 
of the control board of a public enterprise and during the 
course of discussion I was forced to comer him several times 
in order to find out what exactly the enterprise intended to 
keep away from public view under the cover of public interest. 
3. Obtaining Documentary Evidence of the Information 
Gathered '' 

Fastidious academicians often hold the vxw that the 
researcher should not'^bas^ his judgment on facts about which 
authen<:ic documentary evidence is^ not available. Some 
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%vouid go to the extent of saying that information about 
which documentary evidence is not available should not be 
taken into account by the researcher at all. There is 
much to say in favour of this view but the researcher may 
not find it eas)’ to obtain documental*)’' evidence of informa- 
tion collected even though he has every reason to believe that 
the information collected by him is accurate. This difficulty 
is particularly conspicuous when, as in the case under in- 
vestigation, the investigation relates to the current worldng of 
an organisation. Why this is so and how the researcher can 
tackle this problem constitute the subject matter of discus- 
sion of this section. 

At the outset, however, it may be clarified that this prob- 
lem does not arise in case the research is sponsored or under- 
taken by the Government itself. For in that case the agency 
conducting the research, whether it consists of an individual 
or a committee, almost invariably gets, full access to the re- 
cords relating to the working of . the organisation. The Gov- 
ernment, almost invariably, have full powers to order the 
enterprise to furnish all information needed for the research 
project. In case, however, the researcher is working inde- 
pendently without the explicit backing, of the Government, it 
is entirely the discretion of the management of the enterprise 
whether and how far to allow the researcher to go in connec- 
tion with his work. The problem is, therefore, more or less 
specific to research work undertaken in the particular con- 
text to which the discussion here relates. 

Further, the problem is essentially associated with the 
nature of research under reference here. Research in econo- 
mic administration in India in general and in the field of 
public enterprises in particular, is, by and large, of two types, 
viz., the fact-finding type and the analytical-cnm-normative 
type. In the first categor}^, we may put what we know as the 
''base-line studies'’ which are primarily intended to dissemi- 
nate information and provide the necessary factual basis for 
further research. Studies of the second type, on the other 
hand, are intended to evaluate the existing system and sug- 
gest guidelines for improvement, "^he problem in question 
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arises in particular in the context of the studies belonging to 
the second category. 

The reason for this, in the main, is that the base line 
studies are intended to present facts without implying judg- 
ment. The scope of such studies on public enterprises is con- 
fined to elaborating the technical aspects of the external and 
internal administrative structure of the enterprise and the 
presentation of such operational and financial statistics of the 
enterprise as are made public by the enterprise either volun- 
tarily or under the compulsion of law and convention. (Ex- 
amples are the studies published by the Ministry of Finance 
and the Central Statistical Organisation). Normative and 
prescriptive studies, however, aim at going deeper than fact 
finding and are intended to make evaluation in the light of 
some norms of performance or to test some implicitly or ex- 
plicitly stated hypotheses. As such, in conducting such stu- 
dies, the researcher has to cast his glance beyond the techni- 
cal and formal aspects of the subject matter of his study, in 
order to understand the true nature and content of the be- 
haviour of the organisation as an organic body. In the case 
of base line studies, since the objective of the researcher is 
merely to describe, he can stop his inquiry at any convenient 
point without much damage to the quality of his work. But 
in making a normative or prescriptive type of study, he has 
to collect full information on the points of his inquiry; other- 
wise his analysis might turn out to be misleading and unreal- 
istic. This relates to studies in all dimensions including those 
which are primarily statistical in character. (In regard to 
statistics, for instance, he may have to enquire into the 
factors which have contributed to the building up of the 
totals exhibited by the enterprise). Information on such de- 
tails is often not recorded and even if it is recorded, the enter- 
prise may be unwilling to divulge it. It is here that the re- 
searcher faces the problem of convincing his readers of the 
truthfulness of his findings. 

The problem extends in three dimensions. aOne is that 
of obtaining information that is regarded as confidential and 
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getting necessary permission to use it. The second is that of 
getting recorded information on matters regarding which re- 
cords are not kept. The third is that of getting recorded and 
feigned opinions of the officials as needed for the research 
project. 

As is w^ell known, adopting the practice in the Govern- 
ment, the public enterprises are in the habit of marking a fair- 
ly large proportion of their records as “secret”, “confidential” 
or “for official use only”. To a certain extent, this procedure 
can be defended on the grounds of security and expediency. 
But personally, I have found that to a considerable extent 
this practice is followed without there being adequate justifi- 
cation for it. Probably this is simply because those who run 
the administration of public enterprises are still largely drawn 
from Government services and it is not possible for them to get 
rid of their long acquired habits. Partly it may be because of 
the fear of unwelcome criticism. Whatever might be the rea- 
sons for this, w^hat is significant in the present context is that 
the researcher often feels greatly handicapped in conducting 
his work on 'account of this practice. 

Sometimes it may not be so very difficult for the resear- 
cher to get access to the information he needs, if he maintains 
good relations with the persons who are in charge of the 
documents. In the course of my research work on a public 
undertaking under the Ministry of Defence, I had faced this 
difficulty in a formidable measure. But in due course, I was 
able to develop a bit of intimacy with some officers belonging 
to the undertaking in the parent Ministry who took me into 
confidence and allowed me to take notes from the “confiden- 
tial” as well as “secret” and “top-secret” documents relating 
to that enterprise. I had similar experience in the course of 
my work on some other undertakings also. 

But obviously one cannot always depend upon develop- 
ing sufficiently close personal contacts for the purpose in view. 
A direct approach to the authorities for releasing the informa- 
tion needed m sometimes work, but generally the attitude 
of the civil servant ^ i^ rigid on this-, question. The difficulty^ 
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with the civil servants, especially those at higher levels, is that 
once they take a stand, they would not like to alter it. A 
more effective method of tackling the problem might be to 
approach the politician heads of the parent Ministry of the 
enterprise in question. I have found that it is much easier to 
convince a public man than a civil servant. But here one 
has to guard against being misled by empty promises. 

While getting access to the ‘‘classified'’ information is a 
difficult task, a greater measure of difficulty arises in getting 
official testimony regarding the authenticity of the informa- 
tion collected and the permission to use the same in connec- 
tion with the research work in question. The problem arises, 
in particular, in case the researcher gets the information re- 
quired through personal contacts. 

The researcher may, after obtaining the necessary infor- 
mation, request the authorities for the necessary permission. 
Often this method of dealing with the problem bears fruitful 
results, but it may turn out to be risky as well. On one occa- 
sion, I succeeded in getting hold of some classified information 
regarding the cost structure and price policy of a public enter- 
prise and prepared an analytical note on the basis of the same. 
I sent a copy of the note to the authorities concerned through 
the parent Ministry. The management of the enterprise in 
question reacted promptly and sharply, requesting the Minis- 
try to investigate the matter and find out how the information 
had leaked out. In the usual course, the matter would, per- 
haps, have been referred to the Intelligence Department and 
I might, to my most unpleasant surprise, have found myself 
behind the bars. But fortunately I had a close friend in the 
Ministry who somehow managed to destroy the original copy 
of the letter from the enterprise to the Ministry and I was 
saved. 

Often a careful and discriminating researcher may find 
that he can use the information so acquired in such a manner 
as not to cast a direct reflection on the working of the enter- 
prise. The confidential information would help him . in hav- 
ing a better understanding of the subject he is studying and 
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with a little tact he can argue his point by using what in 
mathematics is known as the process of elimination. This 
may be explained with the help of an abstract illustration. Let 
us suppose that the researcher has come to know that the 
causal explanation of the phenomenon P is A, but he cannot 
make an assertion to this effect because he does not possess 
the necessary documentary evidence to support his assertion. 
He can, however, indirectly show the causal connection bet- 
ween A and P by showing that other possible explanations are 
not acceptable in the particular situation under reference. Let 
us suppose that altogether there are three possible explana- 
tions of P, viz., A, B and C. If the researcher has sufficient 
material to show that B and C are not plausible or acceptable, 
he can make a case, though rather wxak, in favour of the 
causal connection between A and P. Often this is enough for 
the purposes that the researcher has in view. 

In extreme situations the researcher can secure his end 
by pressurising the authorities. This is a rather nasty way of 
dealing with the problem, but sometimes this is the only way 
left to him. I must confess that personally I have never had 
the occasion to use this technique, but I have seen a few of 
my friends using it as a last resort. The best way to do it is 
to approach a member of the Parliament or Legislature and 
request him to put a question to the Government asking in- 
formation on the particular points that the researcher has in 
view^ I have observed that almost invariably the questions 
put by the members of the Parliament and the Legislatures 
are attended to with remarkable speed and sincerity both by 
the parent Ministry concerned and the management of the 
enterprise. Generally, the authorities entertain these ques- 
tions well and unless a very vital interest of the State is in- 
volved, provide the information sought. The principal defect 
of this method is that if the authorities come to know of the 
hand of the researcher behind it, they would certainly stop 
cooperating with him any further.. In any case, on the whole, 
I would regard this method as of being in bad taste,’ as it 
w^ould almost certainly antagonise the authorities and would 
harm the overall interests of researcE 
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The second problem arises from the fact that the organ- 
isation in question may not be keen on keeping records in the 
form and in the details needed by the researcher. (Another 
aspect of the problem arising from the deliberate suppression 
of facts is discussed in the next section). Insofar as the in- 
formation sought is not regarded as confidential or secret by 
the authorities, the researcher is not likely to face much diffi- 
culty in getting the same, provided he is prepared to wait 
patiently for the convenience of the authorities, as the official 
machinery works a bit slowly. The questionnaire method can 
be fruitfully used in such circumstances, provided the ques- 
tions are such as not to necessitate long and detailed explana- 
tions. 

Obtaining recorded evidence of the views of the officials 
is probably a much more formidable problem than that of 
obtaming access and permission to use confidential informa- 
tion. Generally, the officials are not averse to expressing opi- 
nion but almost invariably they do not wish to give anything 
in writing. The reasons for this are too obvious to be com- 
mented upon. I have come across officials who were rather 
very anxious to express their views but were equally afraid 
of being quoted. I am reminded of a top official of an enter- 
prise, who, in the course of my discussions with him, gave me 
very useful information on many matters relating to the work- 
ing of the enterprise he was associated with, adding at fre- 
quent intervals that “all this is off the record”. 

If the researcher is interested in the working of the enter- 
prise in general, he might with profit approach the ex-officials, 
of the organisation. Generally, the officials do not hesitate in 
recording their opinion on the organisation after they have 
left it. I had an occasion to interview the Chairman of a 
public corporation twice, once when he was in office and later 
when he was out of office, and I was surprised to notice the 
change in his attitude. On the former occasion I found him 
taciturn and tight-lipped to the point of being indifferent. On 
the later occasion, in response to my questions relating to 
,the enterprise he was heading, he prepared a ten page note,, 
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signed it and handed it over to me explaining that ''now I 
am in position to express my views.” 

Such opinion would not however serve as a substitute 
for the opinion of the official currently working in the organi- 
sation. If, however, the researcher is interested in studying 
the past working of the organisation, the opinion in question 
might be of some help. 

Jis a matter of fact, I do not know a sure way of making 
the official give his opinion in writing. In the ultimate ana- 
lysis the success of the researcher in his efforts in this regard 
would depend upon the cooperation of the officials. There 
are many matters concerning the technical and constitutional 
aspects of the working of the undertaking about which he 
may be able to get the recorded opinion of the officials with- 
out much difficulty. On the other hand, on certain matters, 
especially those relating to basic policies and inter-departmen- 
tal relationships, the officials may not like to express their 
views in writing. Further, the "cadre officials” generally tend 
to be more frank and courageous in this respect than the regu- 
lar employees of the enterprise. In this connection I am re- 
minded of the reaction of a "cadre officer” and a "non-cadre 
officer” of an enterprise, whose working I was studying, to an 
identical request made by me to them to give their opinion 
on certain matters relating to the administration of the enter- 
prise in question. Both officers were of the same rank, but 
while one was on deputation from the Indian Audit and Ac- 
counts Service, the other was a full-fledged employee of the 
enterprise in question. The response of the former to my 
request was something like this: "Well I think I have reached 
a stage in my career in which I should not be afraid of ex- 
pressing my opinion”. In contrast to this the latter respond- 
ed in this manner: "I am not afraid of being quoted because 
I won’t say anything which might harm the interests of the 
organisation to which I belong”.^ It can easily be seen that 
the suGcess of the researcher in' this regard would depend 
upon many fectors and it would be hazardous to make a 
generalisation about these. 
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4. Probing Beyond what the Records State 

While as a matter of policy it is advisable on the part of 
the researcher to base his research as much as possible on 
recorded facts, too much reliance on recorded facts may some- 
times turn out to be deleterious to his basic objective, namelv 
discovery of truth. Very often what is recorded on files and 
what is released “for public consumption” do not represent 
the truth in the matter. In this connection I may recall 
what I had once read in a literary work. “Language”, it 
said, “has been bestowed on man more to conceal his ideas 
than to reveal them”. In the course of my work I have ob- 
served that this is often true of public undertakings. 

The danger of being misled by records extends in several 
dimensions of which I will refer to three, viz., (a) in the inter- 
pretation of basic policies, (b) in the assessment of the execu- 
tion of these policies, and (c) in the evaluation of the overall 
working of the enterprise. 

In several cases I have discovered that the actual objec- 
tives behind a policy are substantially different from the stat- 
ed objectives. The managements of the public enterprises 
are susceptible to pressures from various directions as a result 
of which a variety of factors bear upon the formulation of 
their policies. There is of course nothing strange about it and 
this may in a lesser or greater degree be true of all organisa- 
tions. But the distinctive characteristic of public enterprises 
is that they are accountable to the public and the Parliament, 
a.nd as such they have to justify their policy to the satisfac- 
tion of their masters. As a result, they are sometimes forced 
to make declarations in defence of their policies which are 
fairly far away from the truth. While studying the workino- 
of a public utility undertaking, I discovered that it was char<^- 
mg concessionary rates to a certain group of the buyers of its 
products. Apparently, this policy was justified on the ground 
of encouraging certam types pf industries in the region fallinc. 
Within the jurisdiction of the enterprise. On closer exa^ 
mination of the issue, I came across sufficieifU material to 
,conclude that there was no substance in the avowed justifica- 
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tion offered by the enterprise for this policy. Presumably, 
the Minister of the parent Ministry concerned had got inter- 
ested in the customer firms getting the privileged treatment 
and had put indirect pressure on the management of the enter- 
prise to adopt the policy in question. 

I think few would disagree with the view that the re- 
searcher should not confine himself to the. compilation of facts 
on the declared policies, but should also study the complex of 
factors that have contributed to the emergence of these poli- 
cies. It is just possible that the researcher may, to his utter 
surprise, find that the real motivations behind the adoption 
of the policies he is studying, are very different from the 
declared objectives, and this ‘‘insight” might well induce him 
to add a bit of “realism” to his approach to the subject mat- 
ter of his study. 

The chances of being misled by wrong records in respect 
of the day-to-day working of the enterprise are probably much 
greater than in respect of the policy matters. But the conse- 
quences of such predicaments in the case of the former are 
much smaller in magnitude than in the case of the latter from 
the viewpoint of the overall quality of the research work. 
Wrong or misleading recording of facts occurs at almost all 
levels of the vast machinery of the Government. Those fami- 
liar with the working of the executive branches of the Gov- 
ernment at lower levels may well be aware of the way in 
which and the extent to which the “log books” and the “mus- 
ter-rolls” are manipulated. The mis-statements at these levels 
are not, however, likely to distort the findings of the resear- 
cher, unless, of course, the focus of his enquiry is very nar- 
row and limited, covering, say, the working of a single execu- 
tive unit of an enterprise. It is the manipulations and mis- 
statements of fairly high magnitudes practised in an organised 
fashion that stand in the way of the researcher. I remember 
of a Chief Accounts Officer of unfairly big public corporation 
advising me in confidence not to go by what the profit and 
loss accounts ^"of the Corporation indicated for “they were 
made to order”. “We consult our bosses as to whether we* 


150 


RESEARCH ON PUBLIC ENTERPRISES: 


have to show a profit or loss for the year in question and then 
prepare our profit and loss accounts accordingly.’’ 

Of course, there was some exaggeration in what he said, 
but, as I was able to find out myself later on, there was some 
substance in his statement as w^elL In the course of my re- 
search on another undertaking, I found that the apparent 
justifications offered by it for certain aspects of its purchase 
and sale transactions were to a considerable extent intended 
to hoodwink the public. Without multiplying illustrations, I 
would emphasize the basic point that the researcher may 
come across certain serious pitfalls if he places too much reli- 
ance on facts as they are recorded. 

Finally, motivated by the same reasons as in the above 
discussed categories of cases, the public undertakings often 
prepare and maintain only such records as are likely to exhi- 
bit the performance of the enterprise in a favourable light. 
This, of course, relates only to those categories of records, the 
preparation and maintenance of which is not obligatory or 
mandatory on the enterprise. In this category we may put a 
large part of the statistical material given in the Annual Re- 
ports of the public enterprises. In several cases, I have found 
that the enterprises do not show any anxiety to collect and 
analyse their records in such fashion as to be useful for the 
purpose of an assessment of their working. Many of their 
statistical classifications are also such that to a casual obser- 
ver it would appear that the enterprise has been performing- 
well on all fronts. From the viewpoint of research, one harm- 
ful effect that the perusal of such material might create on 
the researcher is to instil a bias in his mind in favour of the 
enterprise in question, which would certainly not serve the 
interests of objectivity. 

How should the researcher tackle the problems posed by 
these factors? These problems stand on a somewhat different 
footing from the others discussed above. In the case of most 
other problems the researcher can go a long way in solving his 
difficulties by a simple exercise of logic, judgifient and tact. 
^The problem of eliminating the element of bias in the inf or- 
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niation received from the officials is largely one of distinguish- 
ing between right and wrong or between correct and incor- 
rect. The problem of getting authentic information or opi- 
nion is, by and large, one of getting hold of the already record- 
ed information in a proper way. But here the researcher is 
relatively helpless insofar as the problem he faces is one of 
finding out facts of which there is no recorded evidence. His 
difficulties are further accentuated by the fact that there is a 
deliberate attempt to suppress these facts not only from him 
but from all who are not directly associated with the situa- 
tions or events to which these relate. 

Ordinarily, it would appear that the researcher can do 
very little in the matter in question. But on the basis of my 
personal experience, I can say that with a little use of tact, he 
can go a long way in discovering the truth although he would 
never be able to know how far he has succeeded. x\lthough it 
may appear to be somewhat strange, the researcher may well 
be helped in achieving his ends by the very persons who have 
been directly or indirectly responsible for the suppression of 
the facts in question. Generally, in any office it is not very 
difficult to find officials even at higher levels of the adminis- 
trative hierarchy, who are dissatisfied with the working of the 
organisation for some reason or other. Such people may well 
come to the help of the researcher, provided they get convinc- 
ed that the information they give would not be used against 
them. I recall a singular type of instance in which the manage- 
ment of the enterprise was implementing its policies re- 
garding nationalisation in a manner (of which there were 
some records, as I came to know later) , which if made known 
to the interested parties might have given rise to a constitu- 
tionaT controversy and possibly a prolonged litigation in the 
court of law. The information regarding it was supplied to 
me by one of the officers directly concerned with the matter, 
wffio, for some reasons, was very much dissatisfied with the 
Minister concerned on whose initiative the activities of the 
enterprise on the matter in question were planned. 

The reason why the researcher is*likely to come across 
such disgruntled officials is, as far as I can guess, t'^o-fold. 
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In the first place, a sense of cynicism is growing among the 
officials in public enterprises about the nature and signific- 
ance of the work that they are doing. It is somewhat 
strange, nevertheless true, that at present both the administra- 
tors and the administered seem to be losing faith in the 
quality and the content of our administration. Secondly, in 
the majority of cases, facts are suppressed either with a view 
to blotting out the end results of a mistaken policy or action 
or to cover up the legally, socially and perhaps morally un- 
justifiable motivations bearing on the formulation and imple- 
mentation of the policies in question. It has been my experi- 
ence that in the official ranks of an enterprise there are some 
people who are seeking an opportunity to revolt against the 
eixisting system as such or against the misuse of powxr that 
the system permits. Such officials may provide the infor- 
mation to the researcher on the questions in point. 

To a certain e.xtent, the members of the public associat- 
ed with the advisory bodies of the enterprise (generally 
known as non-official members) may also provide guidelines 
for the investigation of the researcher in this regard. These 
people are, for obvious reasons, more courageous in giving in- 
formation than the officials concerned. I have found that 
usually whenever there is an attempt to deliberately suppress 
a fact, the fact in question tends to become more extensively 
noted or discussed (although privately) among the officials 
or non-officials concerned with the organisation. But while 
the officials do not have the courage to revolt against it, the 
non-officials do not have the necessary time and analytical 
ability to pursue the matter. The advantage of the resear- 
cher lies in that he may be equipped with the prerequisites 
for vindicating the truth, viz.. Courage, analytical ability and 
time. Given a little ability to create a good impression on 
hK informants, he can go a long way towards achieving his 
objective in this regard. ° 

5. Planning of Interviews 

Before concluding I "would like to make a few general 
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remarks about the techniques of inter\uewing the officials for 
obtaining iiiforniation. 

Very often the researcher gets a cold response from his 
informants, e\'en though the latter are not disinterested in his 
work, simply because he is not sufficiently experienced in in- 
terviewing people. "Where the information is to be obtained 
mainly through discussions, the researcher has to proceed 
very cautiously and systematically, as the success of his pro- 
ject would depend entirely on the co-operation of others. 
The researcher must realise the value of the time of his in- 
formants and try to make the most of the same at his dis- 
posaL 

A rather common mistake that the researcher commits 
in this regard is that of approaching his informants without 
adequate preparation. The informants expect the researcher 
to know precisely the questions on which he seeks informa- 
tion or opinion. The researcher is further expected to be 
familiar with all the material already released by the enter- 
prise for the information of the interested parties. Many a 
time I have come across instances in which the researcher is 
advised by his informants to look into the published docu- 
ments of the enterprise which are easily available to anybody 
seeking information regarding the organisation in question. 
The basic point is that the researcher has to guard against 
creating a bad impression on his informant in his very first 
meeting; it is the first impression which counts most. 

The researcher can benefit a lot by classifying his in- 
quiries in accordance with the nature of the questions posed. 
Some of his questions would, for instance, relate to policy 
matters, some to opinions of the informants and some to the 
details of the working of the enterprise. The researcher may 
well approach officials at lower levels for obtaining descrip- 
tive type of information and reserve the time made available 
to him by officials at higher leyels for discussing policy mat- 
ters. It has been my experience that the officials at higher 
levels have ilfeither the time nor patienqe to provide informa- 
tion of a general nature to the res&rcher. On the whole, k 
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would be worthwhile for the researcher to try to get the best 
out of the extent of co-operation offered to him by his infor- 
mants. 

Generally^ I have obsen'^ed, it is rather judicious on the 
part of the researcher to begin his interviews by con- 
tacting the officials at the middle and lower levels and 
collect all relevant material available with them. There are 
two advantages in this, from the viewpoint of the researcher. 
Firstly, it is the officials at these levels who hold the immediate 
charge of keeping the records of the working of the organis- 
ation. If the researcher approaches higher officials for getting 
information of a general nature, he would most likely be re- 
ferred to the officials. Secondly, the officials at lower levels 
are usually in a position to spare the necessary time for the 
w^ork of the researcher. As has been pointed out earlier, an 
important characteristic of our administrative system is the 
heavy concentration of power and responsibility at the top, 
as a result of wffiich the higher the rank of the official in the 
administrative hierarchy the more busy he tends to be. A 
third advantage to the researcher (which I may mention in 
undertones) in taking this line of action might be that he 
would thereby be in a position to familiarise himself fully with 
the intricacies of the working of the organisation he is study- 
ing, before he starts examining the deeper and more funda- 
mental questions relating to policy matters. To my great 
surprise, I have sometimes discovered that the head of a de- 
partment know^s much less about the manner in wffiich the de- 
partment handles its assignments than do his subordinates. 

After completing the necessary groundwork, the resear- 
cher would find himself well-equipped to discuss the basic 
policies with the higher officials who participate in the for- 
mulation of policies. In any organisation the policy making 
levels are fairly high and in holding fruitful discussions with 
officials at this level, the researcher has to- take care to en- 
sure that he is not regarded ""as a novice in the field. If the 
reseacher shows lack of factual knowledge or if he is inade- 
quately prepared for The discussion the officials may feel that 
their valuable time is being wasted and may get cold towards 
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the researcher. One way in which the researcher can avoid 
the waste of his own time and, what probably matters more, 
the time of his informants would be to prepare background 
notes for discussion precisely stating the points to be discuss- 
ed and send the same in advance to the officials with whom 
he intends to discuss the points in question. In this way he 
would be allowing his informants time to think over the pro- 
blems in question and at the same time prevent the discus- 
sion from becoming discursive. 

One question which often perturbs the mind of the re- 
searcher is whether and how far he should be frank and 
truthful to his informants. The question is really much 
more fundamental than it appears to be. To put it a little 
bluntly, how far should the researcher maintain honesty to- 
wards his informants? I have observed several cases of 
casualties among otherwise competent researchers in the par- 
ticular field of research under reference simply because they 
were too truthful to the officials from whom they had to 
obtain the necessary information. On the other hand, I have 
seen several people succeeding in their efforts by almost hood- 
winking their informants. 

Basically it is a moral issue implying value judgments of 
considerable importance. How far should the researcher en- 
sure purity of means along with purity of ends? Opinions 
on this question are bound to differ. Personally, I do not 
find myself in a position to express an opinion on this ques- 
tion. 

6. Epilogue 

My endeavour in this paper has been to discuss a few 
problems that confront the researcher while collecting infor- 
mation on matters relating to economic administration in 
general and public enterprises in particular. I have tried to 
be as objective as possible in th^ treatment of the subject but 
an element of subjectivity is bound to creep into the discus- 
sion as the Experience of everyone is likely to be somewhat 
unique. 
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In my endeavour to be frank, I have said many things 
and I am not sure whether they would be liked by the 
readers. At the same time I have left many things unsaid. 
In the ultimate analysis the success of the researcher in the 
rather delicate task of obtaining information from the public 
authorities depends upon the overall personality of the re- 
searcher, a subject about vrhich no observation can be made. 
Further, the variables with which the researcher has to deal 
in achieving his objective are so very diverse and multifarious 
that we can hardly develop a general methodology for the 
same. A technique which has been fruitful in one case may 
turn out to be disastrous in another even similar t\’pe of case. 


APPENDIX I 


.A NOTE ON THE EXISTING MATERIAL ^ RELATING TO 
APPRAISAL OE MANAGEMENT’S PERFORMANCE IN 
PUBLIC ENTERPRISES IN INDIA 


Assessment of the performance of the management as such is 
not being done in India either by the Government or the non- 
Government organisations, but several agencies in the Government 
do make a study of the working of public undertakings which have 
a bearing on tire performance of the management. (They do not, 
liowever, aim at ^judging’ the work of the management). Three 
such agencies are the Bureau of Public Enterprises, the Parliament- 
ary Committee on Public Undertakings and the Comptroller and 
Auditor-General of India. The modus ojjerandi as well as the ap- 
proach of their work is briefly discussed in the paragraphs that 
follow. 

(1) The work of the Bureau of Public Enterprises is publish- 
ed as ''Annual Report on the Working of Industrial and Commer- 
cial Undertakings of the Central Government.” It is largely a des- 
criptive work covering a number of undertakings. Broadly, it can 
be divided into two substantive parts, one containing general infor- 
mation on the working of the undertakings covered and the other 
giving an analysis of the balance-sheets and profit and. loss accounts 
of these enterprises- Each enterprise is discussed separately both in 
the first and the second part. 

The descriptive part of the report is intended to give a gene- 
ral idea of the activities as well as the finances of the enterprises in 
question. It provides information on the production programmes 
and achievements of each enterprise. It also contains useful infor- 
mation on their financial position and the capital structure. How- 
ever, there is a lack of uniformity in the treatment of die diiferent 
enterprises covered. There is no set pattern of coverage of rele- 
vant matters in respect of different enterprises. For example, in 
the Report of the Bureau for the year 1964-65, the material on the 
Bharat Electronics Limited, gives an account of the history of the 
enterprises ivhile information regarding the company’s production 
programmes has not been given. The same report, however, con- 
tains a detailed statement of the production capacity as well as 
achievements the Hindustan Cables Limited. Further, whereas 
in the case of Hindustan .Machine Tools, the report gives a detail- 
ed coverage of the expansion and -investment programmes of th6 
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company, in tlie case o! the National Instruments Limited, similar 
data have not been given. On the whole it seems that insofar as 
this part of the work of the Bureau is concerned, a clear perspective 
or an overall objective in compiling the facts is yet to be evolved. 

The analysis of the finances of the undertakings given in the 
Bureau’s Report is more methodical and systematic than the gene- 
ral discussion of the working of the enterprises. The pattern fol- 
lowed is- more or less uniform and presumably the concepts of work- 
ing capital, net profits, etc., imply the same thing in the case of the 
different .enterprises covered. Here again, however, it is difficult to 
arrive at definite conclusion on the management's performance on 
the basis of the analysis contained in the Report. It is, never- 
theless, possible to arrive at some broad conclusions about such 
questions as rate of growth, capital structure, etc., from the infor- 
mation provided in this part of the work. 

(2) The reports of the Committee on Public Undertakings 
(Lok Sabha) are more exhaustive and analytical than the reports of 
the undertakings or those brought out by the Government. They 
cover both the economic and the administrative aspects of the work- 
ing of the undertakings examined. The approach adopted therein 
is both fact finding and suggestive. 

The focus of the Committee’s reports is on a general appraisal 
of the activities and organisational structure of the enterprise. They 
examine the different aspects of the same piecemeal, and point out 
the specific instances of weaknesses as well as lapses on the part of 
the management in the discharge of its managerial functions. Al- 
though broadly commenting on managerial performance, these re- 
ports do not make an overall assessment of the work of the manage- 
ment, They follow the traditional pattern of the reports of the 
Estimates Committee of the Lok Sabha. Yet, the material contain- 
ed in them can be of great use in making an assessment of the 
management’s performance. 

(3) The reports of the C Sc AG bearing the title Audit Report 
(Commercial) have a wider coverage than the same of the Bureau 
of Public Enterprises. They are based on the audit reports con- 
ducted by the professional auditors as well as the auditors of the 
C Sc AG. 

The Audit Reports classify the public undertakings according 
to their organisational form, viz., (a) company type organisations, 
(b) public corporations, and (c) departmentally run undertakings. 
They contain brief as well as detailed analysis of the working of 
the undertakings covered. But most of the undertakings are 
dealt with only briefly. Thus, in the C. Sc AG’s Report for the 
year 1966, out of the 61 companies covered, only 4 have been dealt 
with in some detail. Out of these four again the Hindustan Steel 
claims a large coverage. As regards corporations only three of them 
have been covered, of which two have been given a somewhat de- 
tailed treatment. Nine, departmentally managed undertakings have 
been discussed of whic&. foisr have been given detailed treatment. 
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Apart from the specific coverage of individual undertakings the 
Report also contains a general resume of the public undertakings 
classified under the three broad categories referred to above. Thus 
there is one section each on the working of the company type un- 
dertakings, public corporations, and departmental undertakings. 
They each provide a kind of general appraisal of the enterprises 
belonging to the category in question. 

The general discussion is based on an aggregative and statisti- 
cai approach to the working of the public undertakings belonging, 
to the each group. The aspects covered are more or less the same 
in respect of the different categories of enterprises. In the main, 
the focus of this general appraisal is mainly on the return value 
added by production. There is very little on appraisal of the 
management's performance in this part unless we indirectly asso- 
ciate the sectoral results in the public sector to performance of mana- 
gement in individual undertakings. 

The discussion of the working of the individual enterprises is 
not uniform either in depth or coverage. With reference to the 
company-type organisations the report contains a detailed account 
of the various aspects of the working of the Hindustan Steel Limit- 
ed but in respect of other undertakings the treatment is not equally 
comprehensive. Further, the aspects dealt with in the case of dif- 
ferent undertakings are not alike. In the case of the Hindustan 
Steel the emphasis has been largely on investment programmes 
for further expansion, usage of inputs and working of individual 
units of production. The question of pricing has tor obvious rea- 
sons been left out. But apart from pricing many other important 
questions relating to the financial management and financial re- 
sults have also been ignored. The coverage of the Hindustan 
Shipyard is broadly identical to that of the Hindustan Steel. But 
in the case of the Hindustan Photo Films Manufacturing Com- 
pany, financial matters as well as production achievements and 
programmes have not been dealt with at all. In the case of Air 
India, there is a detailed analysis of the operational results of the 
undertaking, a point which has not received adequate attention in 
the discussion of the company-type undertakings. The analysis of 
the working of the Indian Airlines Corporation is more or less on 
the same lines as that of the Air India. 

Broadly, the work of the G 8c AG is largely intended to exa- 
mine the lapses in the working of public undertakings. Its focus 
is diffused. Further, apart from the few enterprises that it studies 
in detail, the rest do not get sufficient attention to present an ex- 
haustive picture of how the enterprise is running. The comment 
on the working of the 45 companies contained in the Report hardly 
provides even the barest minimum of information needed to have 
an idea of the functioning of the undertaking from any point of 
' view. This part of the Report is mostly confined to specific issues 
relating to the -internal organizational structure of public enterprises. 

From the viewpoint of judging the performance of the mana-.. 
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dieas in which measures for improvement can be taken But thp 

r i This is accounted for bC the fact that 

tors wif “ largely based on the reports of the audi- 

tois %vhose focus IS on specific cases of lapses on the nart of the 

management of the undertaking concerned. ^ 
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NOTES ON MANAGEMENT ACCOUNTING AND STATIS- 
TICAL ORGANISATIONS IN PUBLIC ENTERPRISES*-^ 


1. Hotel Corporation of India; India Tourism Corporation; 
India Tourism Transport Undertaking. The three tourist com- 
panies have been set up recently. Pending the proposed amal- 
gamation of these companies, no economic, statistical, research and 
development wings or organisations for assisting the management 
have been set up in any of the three undertakings. 

2. Indian Rare Earths. The company has not set up a se- 
parate economic or statistical organisation so far. The respective 
departments of the Company do, however, get ready necessary de- 
tails for making them available to the management for purposes of 
formulating policies and programmes. 

3. Indian Oil Corporation (Refineries Division). The under 
taking has a statistical organisation at the Head Office. There is a 
proposal to set up a Central Technical Services Department to main- 
tain all technical and statistical data about the refineries and to 
initiate new schemes, modifications in the plants etc. At present in 
order to keep proper checks and accountability at various levels, the 
system of returns and periodical reports has been devised in order 
to assess the performance of each plant. 

1. Export Credit and Guarantee Corporation : The executive 
officer of the Accounts Department maintains the accounts and fur- 
nishes the information required by the Secretary and the Mana- 
ging Director from time to time. The Statistical Section, under 
an executive officer, compiles, tabulates and maintains statistics. 
Monthly, Quarterly and Annual Statements to the Board of Direc- 
tors etc., are prepared, 

5. Hindustan Steel. It being a multi-plant organisation, mana- 
gement accounting in the company is done at the plant and 
Head Office levels. The internal reporting system prevailing at pre- 
sent at tlie plant level is as follows: 

(i) Information regarding production, break-down des- 
patches etc., are supplied to the General Managers and 


*Based on information collected from official documents^ and 
pers^al inteviews. 
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General Superintendents everyday tlirougli Daily Pro- 
duction and Despatch Reports. The General Superin- 
tendents hold meetings with the Superintendents and 
Chief Superintendents concerned where performance of 
shops is evaluated and difficulties experienced are dis- 
cussed. 

(ii) Reports regarding production, hours worked, break- 
downs etc., are available to Shop Supeiiiitendeiits, and 
Assistant Superintendents on the spot. 

(iii) Information regarding costs is made available tlirougli 
Monthly Cost Sheets prepared by the Costing Section. 

(iv) Weekly Cash Balance Statements & Monthly Profit and 
Loss Account etc., are prepared in the plants for their 

own review and control. 

Fortnightly Summaries regarding value of stores, spare 
parts and raw materials are prepared 
O k M departments. 

Monthly stocks of stores and spare parts, raw materials, 
purchases are brought to the notice of all top officials. 

At the Head Office level management accounting informa- 
tion is supplied by plants to the Head Office through the follow- 
ing statements : 

Daily Production Report 

Weekly Production Despatches and Stocks Report 
IMonthly Progress Report 
iMonthiy Operation Report 
Monthly Cost Sheets 
Indices of Cost and Productivity 
Weekly Cash-Balance Statements 
Montliiy Profit and Loss Account 
Monthly Statement of Expenditure 
Quarterly Financial Review. 

6. Hindustan Salts: The company has not set up a separate 
statistical organisation so far. The required statistics are worked 
out by the respective departments both at the Headquarters office 
and the Units. 

7. National Coal Development Corporation : The Corporation 

has set up a Costing and Statistical Department which provides the 
management at the various levels with necessary data for formulat- 
ing its policies and programmes. t 

8. Oil k Natural Cas Commission : The Finance and Ac- 
counts wing of the Commission has Accounting Sections ^;hich 
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study the cost of weiis, their construction etc., and submit periodical 
Cost Reports to the management. An Economy Committee has also 
been set up to consider important points brought out by Internal 
$c Statutory Audits and to suggest remedial and preventive mea- 
sures. 

The Economics and Statistics Division at the Headquarters and 
similar sections at other levels is headed by a Joint Director who has 
trained technical personnel. These Divisions and Sections help the 
management in consolidating the short and long term plans and the 
progress reports, formulate and evaluate Five-Year Plans, co-ordinate 
data for the annual programme of work, prepare progress reports, 
co-ordinate and supply information, assess foreign exchange require- 
ments, incentive bonus schemes and rationalize reports and returns 
etc. 

9. Fertilisers and Chemicals, Travancore : Management ac- 
counting has been introduced recently in the company. Some of 
the executives of the firm have been trained in these techniques and 
compact system is under implementation. 

There is an Economic k Statistics Section working along with 
the production and costing departments. Information required to 
enable the top management to review and revise decisions involving 
costs, prices, investments etc., is obtained from the Finance, Statisti- 
cal and Marketing Departments. 

10. National Mineral Development Corporation : In the Head 
Office of the Corporation a high-powered Financial Controller and 
Chief Accounts Officer is in overall charge of budgeting, budgetary 
control, maintenance of accounts and internal consultancy services. 
He is assisted by Deputy Financial Controller, Deputy Financial 
Advisers, qualified cost accountants etc. The costing section is be- 
ing strengthened so as to enable it to play its proper role in advising 
the management on cost, price policy, reducing operating costs etc. 

11. Hindustan Housing Factory; The basic requirements of a 
management accounting system have been introduced. Monthly re- 
ports of production, orders in hand, sales breakages, number of 
workers employed, stocks of finished goods, job cost statements etc., 
are sent to the top management. Monthly - reports of purchases, 
orders in hand, production, and variations from budgets are also 
furnished alongwith the above. 

12. Indian Telephone Industries; Hindustan Teleprinters ; 

The preliminaries of management accounting introduced in these 
undertakings comprise reporting on the activities of the organisation 
periodically in the following ways : ^ 

(1) Physical Programming (Monthly and sometimes weekly) ; 
Actual production is compared with the targets, each Divi- 
sion preparing its report. Montiiiy production program- 
mes are decided in ah inter-departmental meeting f re- 
sided over by die Ivian^ging Director. The Mcyithly Re- 
port is forwarded to the Board of Directors. 
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(b) Financial Programming: This comprises budgeting, es- 
timation of the actual expenditure, preparation of ways 
and means position, forecast of profit and loss, revision of 
estimates; preparation and forecast of manufacturing, 
trading and profit and loss accounts and the balance 
sheet. The Budget Programme consists of Capital Pro- 
gramme, Replacement and Renewal Programme, Sales 
Budget, Production Programme, Purchase Budget, Re- 
venue Budget, Ways and Means Budget. These are 
submitted to the Board of Directors every year for ap- 
proval. 

IS. Central Road Transport Corporation : The Corporation 
does not have a separate statistical organisation at present. There is 
only one Statistical Section which compiles monthly operational and 
financial statistics. This is regarded by the management of the 
undertaking as inadequate. 

14. Minerals and Metals Trading Corporation of India : The 
Corporation has only made a beginning with regard to manage- 
ment accounting. There is an Economic Division which is also its 
statistical wing. All the available market data on ore trade are col- 
lected by this Division and published for circulation. This work 
is done as a part of the Financial Adviser’s job. Elaborate data with 
relevant comparisons on the ratios of cost, liquidity, sectorwise 
profitability etc., are put up to the management. Further, industrial 
contracts are selected' at random for study. 

15. Mogul Lines; Cement Corporation; Instrumentation Ltd.: 
No steps have yet been taken by these companies towards setting 
up a statistical unit. 

16. Neyveli Lignite Corporation : The Central Statistical 
Organisation which works under the chief executive deals with 
general statistical problems, undertakes statistical studies common 
to different units and guides the units in such assignments. There 
are statistical ceils attached to the industrial units and the stores 
organisation. These cells carry out reguiarly certain analyses re- 
garding break-downs, cost of setting right stoppages and consequen- 
tial losses, equipment utilisation etc. Specific problems are also 
taken up for study. They are also associated with the operations 
research team wherever possible. The analysis and studies con- 
ducted by the cells in the units are made available to the unit heads 
for appropriate action. On the stores and purchase side, A B C ana- 
lysis and other studies to help inventory control are carried out. 

Further the central statistical unit carries out such ad hoc studies 
and analysis as will help the« management in formulating policies and 
programmes. 

17. ^ Hindustan. Cables: A nucleus Cost Accounting Section 
exists in the company?* which attempts to give necessary informa- 
tien to the management and watches day-to-day performance 

18, "Milling & Allied Industries: No separate ma-na^gement ac- 
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counting cell has been set up by the company. The management 
is informed of statistical data and other details by the Accounts 
Department as also the Central Economic Planning Department on 
the basis of which programmes and policies are formulated and 
implemented. 

19. Hindustan Organic Chemicals: Management accounting 
and statistical units have not been set up so far by the company. 
Information on an ad hoc basic is obtained from time to time 
from the concerned Divisional heads, while formulating general poli- 
cies and programmes. 

20. Hindustan . Antibiotics : There is no separate manage- 
ment accounting unit or statistical unit at present. The Finance 
Section and the Costing Section are performing the functions of col- 
lection and reporting of data at the moment. Steps are being 
taken to recruit andT post trained persons suitable for the job in those 
sections so that the procedures can be streamlined and the necessary 
information forwarded to the management for deciding the policies. 
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NOTES ON PRICING IN PUBLIC ENTERPRISES^'*- 


1. Indian Rare Earths: The prices of the products of the 
company are fixed according to the mechanism of the market. The 
company is free to price its products; the Central Government’s 
approval of the same being not necessary. This is the only indus- 
try in the country trading in Rare Earths. The company’s main 
products are mostly exported. The prices have, therefore, to be 
fixed so as to be comparative in the world markets. While fixing 
the prices, provision for an element of profit is made over and above 
the cost of production. 

2. Heavy Electricals : The undertaking is free to price its pro- 
ducts according to the mechanism of the market. Since the cus- 
tomers, in many cases, are the Departments of the Government 
(Railways, State Electricity Boards, etc.), greater flexibility in the 
approach of such customers would be of help. This, according to 
the company, could be achieved, if the strong-hold which the Ac- 
counts Oflicers had managed to acquire over spending authorities 
were broken and the spending authorities themselves were held res- 
ponsible. 


The company was of the view that it would not be practicable 
for a Central Price Commission to fix prices in their case, as the 
products %vere mostly tailor-made to suit specific requirements of 
power projects. If there was any difference of opinion regarding 
prices between them and their customers, i.e., Railways, State Elec- 
tricity Boards, etc., the question could always be referred to the 
Government. 

B. Bharat Electronics : It is free to price its products subject to 
the prices being reasonable. In fixing selling prices, in addition to 
estimated costs, provision of 10% is made for profit. Against in- 
dividual indents from the various Government 'Departments, BEL 
sends its quotation which, after examinations, is accepted. Under 
these circumstances, apart from the indentor’s right to scrutinise 
and accept the prices; price fixation as such does not require ap- 
proval by the Government. 

4. Fertilizer Corporation of India : The retention prices of 
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fertilizers are fixed by the Government of India after detailed- cost 
examination by the Chief Cost Accounts Officer of the Ministry of 
Finance. The system of fixation of price has not been found to 
be quite satisfactory from the Corporation’s point of view for rea- 
sons mentioned below : 

(i) The profit element allowed in the price of the Corpora- 
tion is based on 10% of the capital employed. Since the 
tax liability of the Corporation in terms of the prevailing 
rates is about 50% of the assessable income, the net profit 
after tax on die above basis would be reduced to only 
about 5% of capital employed which does not seem to be 
adequate for self-financing of new projects considering 
that fertilizer plants generally involve heavy initial capi- 
tal outlay. 

(ii) The profit margin of 10% is tvorked out on the capital 
employed as adjusted by assuming the working capital 
artificially as equivalent to four months production costs. 
Since the high inventory of plants spares is unavoidable 
for fertilizer units owing to their foreign origin and the 
prolonged procurement time, the adjustment of the work- 
ing capital for purpose of profit margin, adversely 
affects the profit earning capacity of the Corporation. 

(iii) The existing pricing policy does not take adequate notice 
of the current inherent deficiencies in plant capacities 
such as at Sindri. 

(iv) The current retention prices were fixed for a five year 
period from 1st April, 1962. No provision has been 
made for escalation on account of statutory price in- 
crease in raw materials. There has been progressive in- 
crease in the price of coal. They have also had to pay 
heavy sums to workmen at Sindri on account of the Indus- 
trial Tribunals Award which has statutory force. Rail- 
ways have increased the freight on coal and other; commo- 
dities including gypsum. These increases have to be ab- 
sorbed in the price resulting in reduction of the already 
meagre profit element allowed to the Corporation. With 
the Government’s recent decision to entrust marketing and 
pricing of fertilizers to the manufacturing units, it may be 
possible to rectify the present imbalance in the price 
structure by distribution of fertilizers in the economic mar- 
keting areas. In view of the Government’s diiective that 
prices to the farmer should not be increased, the Corpora- 
tion’s profit earning capacity is not likely to improve 
since the current prices to the farmers are largely regu- 
lated by the retention prices so far allowed to the F.C.I. 

5. The National Small Industries Corporation: So far as the 
business of hir.'>purchase is concerned, the present terms and con- 
ditions require the approval of the Ministry. The pricing of job^ 
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orders executed in the Proto-type Production and Training Centres as 
well as the machine tools manufactured, is done by the Corporation 
on the basis of costs and market prices. 

6. Indian Oil Corporation (Refineries Division) : The prices of 
main raw material, viz., crude oil, and finished products are regu- 
lated by the Central Government. The Corporation has no dis- 
cretion/fo alter them. The prices of the company’s products are 
fixed Jon the basis of the recommendation of the report of the 
'‘WoAing Group on Oil Prices” as accepted by the Government. 

^ 7. Hindustan Steel : The company has been somewhat sore on 
the way its prices were fixed. The basis for steel price was formu- 
lated by the Tariff Commission /Government in 1962 as follows: 


The price of sletl per tonne as 
fixed by the Tariff 
Commission 

The pr ice of steel per t07ine 
produced by the HSL on 
the same basis wotdd be 

Works cost 

Rs. 357 

Works cost 

Rs. 357 

Other expenses 

Rs. 12 

Other expenses 

Rs. 12 

Depreciation at 5% 


Depreciation at 5% 


on Rs.ll76 

Rs. 59 

on Rs. 1900 

Rs. 95 

Return at 8% of 


Return at 8% on 


Rs. 1176 

Rs. 94 

Rs. 1900 

Rs. 152 

Total 

Rs. 522 

Total 

Rs. 616 


The Tariff Commission did not take into account the capita! 
base of the HSL wdiich was already Rs. 1,900 per tonne as far as its 
profitability was concerned. The HSL, therefore, started with a 
basic handicap of Rs. 94 per tonne from the start of its production, 
because of the pricing policy. 

Thus whilst the two well established private sector plants were 
given a price inclusive of cost plus return on capital, the HSL was 
asked to produce its return on caphai on the basis of works cost of 
the private sector plants. No allowance was made even for the ad- 
ditional depreciation. 

The HSL did not press for any revision of the prices except for 
rises by way of freight and excise duty. 

(Rise in costs due to other factors, such as raw materials, wages, 
electricity, and so on were absorbed through reduction of operating 
costs but this could not be continued for ever when the general price 
index was rising). The HSL was expected to operate at an aver- 
age works cost of Rs. 263 per tonne in 1961-62, i.e., at nearly B0% 
less than same in the TISCO Sc IISCO. Durirf| the period 
4961-6? to 1964-65 the confpany’s works cost per tonne of saleable 
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steel on weighted average basis came down by ,Rs. 50 while the 
same of the TISCO went up by Rs. 16 and that of the IISCO’s by 
Rs. 31 per tonne. HSL’s works cost was about 6% less than that of 
the TISCO Sc IISCO. This was so in spite of a rising trend of gene- 
ral costs, during this period. Thus the price of coal and iron ore 
increased by about 41% and 100% respectively during 1961-65. 
During the same period wages registered an increase of about 35%. 
Apart from that, there was a substantial increase in excise duty and 
freight during this period as shown below : 

IMPACT OF GOVERNMENT IMPORTS ON STEEL 
(A) INGOT 





Increase' in 

Details 

1048-49 

m4-eo 

1964-65 over it 


Bs, 

Bs. 

Bs. 

1 . Duty & Levie.s 




(a) Excise Duty (Ingot) 4 

41 

37 

(b) Other Levies 




(Royalty Cess, 




Import Duty, Taxes, 



etc. ) 

2 

10 

8 


6 

51 

45 

2, Total ; (a) and (b) 

3. Railway Freight on 

6 

51 

45 

materials 

13 

43 

30 

4, Total (2 and 3) 

19 

94 

75 

5. Works cost (excluding 



151 

Excise duty) 

6» Works cost (inculding 

96 

247 

188 

Excise Duty 

100 

288 

Duties etc. as a percentage 
of Works Costs (including 



Excise Duty) 




(i) Excise Duty Imposts 



and Levies 

6 

38 

— 

(ii) Railway Freight 

(iii) Total Imposts and 

13 

15 

— 

Railway Freight 

10 

33 


(B) 

SALEABLE STEEL 


1. Excise Duty (ingot) 

5 

51 

46 

2. Product Excise Duty 

3. Railway Freight 


56 

56 

(Materials) 

4. Other levies, such as 

17 

56 

39 

Royalty Cess, Import 




Duty, Taxes, etc. 

% ' 

Total 

4 

19 

15' 

20 

182 ^ 

156 


1 
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In view of the above, the Company feels that the Government 
should keep the following in view while fixing the prices of its pro- 
ducts. The HSL having been set up recently with tied up loan at 
virgin sites, its capital cost has been heavy. Therefore, its total cost 
of production including depreciation and interest is high. This is 
what it has^ cost the country to set up these industries. This cost 
has to be shared between the producer, consumer and the Govern- 
ment. If the Government intends to continually mop up the re- 
sults of better operations, by increasnig excise duties and is un- 
able to check the continuous rise in freight by the Railways, the 
continuous rise in wages and cost of living, the continuous demand 
for higher prices by the producers of iron ore and coal, then no 
relief to the consumer will be forthcoming. After a while this 
may act as a disincentive to the secondary industrial activity de- 
pending on the intermediate goods and services produced by pub- 
lic sector and thereby affect the sales and production of the under- 
takings. 

For the same reason the Government has also to adopt a ration- 
al decision as to how far these costs have to be loaded between in- 
ter-dependent public undertakings. It is not possible for the Na- 
tional Coal Developments Corporation to work on a cost plus profit 
basis, and increase their prices while the HSL cannot increase its 
prices. Similarly, if the Heavy Engineering Corporation also 
adopts a price policy on cost plus profit basis, the capital equipment 
which will go into the new industries will inflate the capital struc- 
ture of the undertaking from’ the beginning. It is quite illogical 
for one public undertaking to make profit at the cost of another. 
It does not help the total national economy and distorts the evalua- 
tion of performance of all the undertakings. 

8. Hindustan Salts : The company has full autonomy to fix 
the selling prices of its products -without the Central Government's ap- 
proval. The method so far adopted as to adjust price against cost 
of production; not so much according to the mechanism of the 
market. The company has not so far experienced any difficulty 
in pricing its products manufactured at the Sambhar Lake. The 
situation is, however, quite different in the case of Kharagoda Salts. 
In view of the mushroom growth of the Co-operative Societies 
around Kharagoda who hardly pay any Government cess, the 
company has to face severe competition with the producers in the 
private sector, with the result that it is not able to sell its products 
at a profit. Unless it is able to cut down its overall costs drasti- 
cally, it will be left with very little profit margiii on its sales. This 
will be possible only when the entire Salt Works is realigned at 
a cost of Rs. 20 lakhs or so. 

9. National Coal Development Corporation : Goal is pi i- 
marily a controlled commodity.*^ The prices of high grade coal 
up to grade I are controlled, while ceilings have been fixed in the 
case of low-grade coal, viz.. Grade II, III (a) and TII (b) except 
in M,P. wffiere even the p?:ice of these grades is controlled. As 
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regards coal for which either there is no price fixed or where the 
price fixed is only a ceiling, direct negotiations are done keeping in 
view the cost of production and a reasonable return on the capi- 
tal. Government approval for such fixation is not required. 

10. Heavy Engineering Corporation: The Corporation is free 
to price its products to suit the mechanism of the market and no 
approval from the Ceiitr ah Government for its pricing policy is re- 
quired under the Articles of Association of the Corporation. The 
pricing policy is under the constant review of the Corporation’s 
management. In the case of items which are manufactured by 
other manufacturers also, there is a built-in control over their pric- 
ing, viz., the market rate. In case of products which are not manu- 
factured by other producers, the management had decided to price 
the products at landed cost basis in order that the Corporation 
could compete with similar imported goods. In the case of other 
products the prices of which are fixed by negotiation %vith customers, 
the Corporation often could also face some difficulties. 

11. Fertilisers & Chemicals, Travancore: So far as its major 
products are concerned, the company is governed by the price fixed 
by (or in consultation with) the Government of India. In the 
case of superphosphates, the price is fixed by the Fertilizer Asso- 
ciation of India. In the case of ammonium sulphate, a partial 
decontrol has been introduced from October, 1 965 . 

12. Indian Telephone Industries: There is no statutory con- 
trol on the price of the products of this company. However, the 
bulk of the company’s products are sold to the Posts and Telegraphs 
Department who in the last analysis determine the basis for pricing. 

13. Central Road Transport Corporation: In a transport or- 
ganisation like this the procedure of rigid fixation of transport rates 
is not possible as the rates are subject to fluctuation during busy 
and off season due to open market competition. 

There is no uniformity in the freight structure for goods 
transport obtaining in different routes, especially the international 
routes. The freight rates are governed in most cases by unhealthy 
open market competition, as a result of which transportation work 
has to be undertaken in some cases even at the rate which does not 
cover the cost of operation, in order to avoid detention/idieness 
of vehicles. 

14. Neyveli Lignite Corporation: The Government’s approval 
is necessary for pricing to their products of the Corporation. At 
present, the price of only one product LEGO can be fixed accord- 
ing to the mechanism of the market. In fixing the price of this 
product and the by-products that will be produced in the B. Sc C. 
plant the Government have agreed to the price being fixed by the 
•Board. . 

15. Hindustan Machine Tools: The prices of the company 
are fixed in consultation with the Ministry concerned. These 
prices were fixe^l in 1963 at about 15^ below the landed cost of 
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their collaborator's machines. The present prices revised alter de- 
valuation are about 50% of the FOB prices of imported machines. 

16. Hindustan Organic Chemicals: In the original Project 
Estimates pricing was done on the basis of GIF plus 50% in respect 
of all the products which are being imported at present. Later, 
after devaluation, the prices were revised on the basis of CIF plus 
15%. On this basis, some of the products will have to be sold at a 
loss. As a majority of items required for their manufacture are 
imported the present prices, fixed on the above basis, are rather 
high. If the company were free to price according to market me- 
chanism, its profitability might, perhaps, have been higher. 

17. Hindustan Antibiotics: At present, the selling prices of 
the products manufactured by this company are controlled by the 
Central Government under the Drugs Prices (Display & Control) 
Order, 1966. The company is sore about the fact that whereas the 
Government has controlled the end prices of the products there has 
been no control over the costs of either raw materials or other ser- 
vices to be purchased by the company. The company feels that it 
should be given at least as much freedom as in the case of private 
individuals to fix the selling prices, within certain general broad 
accepted principles. Without that freedom, the profitability of the 
organisation and the return on capital invested by the Government 
cannot improve or even be maintained for long. 
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NOTES ON BUDGETARY PRACTICES IN PUBLIC 
ENTERPRISES--^ 


1. National Industrial Development Corporation: The annual 
budget of the Corporation is prepared by due date, viz., in the 
month of September each year. It relates to transactions pertain- 
ing to loan operations and administrative and establishment expen- 
ses and receipts of the Corporation mainly from loan operations and 
for services rendered by Technological Consultancy Bureau Wing 
of the Corporation, 

2. Indian Rare Earths : The annual budget is prepared before 
the beginning of the financial year. The budget indicates the phy- 
sical targets and production schedule to be achieved during the 
year. The expenditure is related to the level of output in case of 
items directly related to production such as raw materials, etc. 

S. Heavy Electricals : The annual budgets are prepared dur- 
ing September-October of every year and so far there has been no 
delay in their preparation. The capital budget is based on the 
construction and erection programme. The revenue budget is bas- 
ed on the anticipated production programme indicating the physical 
targets to be achieved. 

4. Fertilizer Corporation of India : The revised estimate for 
the current year and budget estimate for the next year are prepared 
simuitaneousiy during August /September each year. The budgets 
are related to production schedules prepared in advance, and ex- 
penditure estimates in respect of raw materials and consumable 
stores, etc., are related to consumption norms fixed for various pro- 
ducts. 

5. Indian Oil Corporation : The budget estimates of the next 
year and the revised estimates of the current year are prepared in 
June-Juiy every year. The revenue budget is always related to pro- 
iiiiction schedule and anticipated sales of products. The variable 
expenses like raw materials, chemicals, stores, etc., are estimated with 
reference to the level of output, anticipated in the budget. 

6. Export Credit Sc Guarantee Corporation: It has been the 

*Based on information collected^from official records and 
%sonal interviews, ^ ^ ^ ^ 
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budget of the Corporation at the beginnintr 
of the year to the Board of Directors for its apinoval The follou? 
ing factors are taken into consideration in presJatT^^i "bSiet : 
( ) actual expenses incurred during the previous two years and'^i'iii 
anticipated expenses for the budget yean ^ ^ ^ 

it decided to include income also in the budget, tliouo-h 

h IS veiy difficult to forecast, as it is dependent on so manv fartm- 

international character. It has also ' been 

iTste^n^f f the budget by October of tlie preceding vear 

instead of the beginning of the budget year. ^ ' 

7 . Hindiistan Steei : 

(b) The budget calendar is as follows; 

By July 31 : (i) Actuals of previous vear (ii) Revised estimates 
for current year (iii) Budget estimates for next year “ 

• i? “™ >->- <“) 

By February 28: Final estimates for current year. 

By March 10 : Telegraphic modifications. 

... ^ite budget programme comprises Basic Programmes an-l 
sidiaiy Programmes covering the Production anH Se.- • 
ments and Personnel requirements. ^ Sen ice Depart- 

of ‘t rf ,'‘“™ p-'™ 

which secs forth briefly its principal feacl^™!’^ niemoranduni 

by cSTTfi a""S°‘Z7 

General Manager. At the headotirL^.h; b 1 

the different Deoartments W ^ f is e.xamined bv 

badge. scrSLy^rdTSt. flh^i ISyST Se ““ 

tee and the Board of Directors as programed. ^ 

age of capacity atUistS 'Se'“Jrte'le'ri P"""" 

penditnre estimates are related to^ the level of output. 

octoLZ'^s^SmS’LZd/^rXLTr’'"^ 

;™.s arc p, Wared t 

reason ol the other. The produe.ioh S S' 
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which is uncertain and this accounts for the delays. The budget 
is prepared in relation to production and appropriate physical tar- 
gets and the estimates of expenditure are prepared in relation to 
the level of output. The variations are explained at the time of re- 
vised estimates as well as at the time of submission of final esti- 
mates. 

10. National Coal Development Corporation: The annual 
Capital Budget of the Corporation is due for submission to the 
Government in October every year. The Capital Budget is related 
to the capital outlay planned for a particular year within the 
framework of planned targets. The Revenue Budget which is pre- 
pared in relation to the production schedule and expenditure esti- 
mate is confined to the revenue expenditure. The Revenue Bud- 
get is placed before the Board of Directors in December-January 
every year. 

11. Fertilisers and Chemicals, Travancore: The annual budget 
of the company is generally prepared in August-September each 
year. Alongwith the budget, a production schedule and appro- 
ximate physical targets are also assessed so that expenditure esti- 
mates can be linked to revenue. 

12. Petroleum & Chemicals: The Oil and Natural Gas Com- 
mission is required to submit its budget proposals to the Govern- 
ment by the 15th of October, which on request may be extended 
up to the 31st of October. The receipts for the sale of crude oil 
and gas are taken into account while preparing the budget estimates. 
The budget estimates are also related to the physical targets of work 
of the Commission. 

13. National Mineral Development Corporation: The Cor- 
poration is required to furnish the revised estimates of the current 
year and the budget estimates of the next year to the Ministry by 
25th August every year. All projects except' the Kiriburu Iron' Ore 
Mine are in the construction phase. For the Kiriburu Mine a 
revenue budget is prepared on the basis of the physical targets of 
production. The estimated expenditure of this budget is related to 
the level of output, production and sales. Costs and cash budgets 
are prepared along with the capital budgets every year by August 
comprising the revised estimates for the current year and budget 
estimate for the following year. 

14. Indian Telephone Industries : The company prepares its 
budget ^programmes in October-December every year and submits 
the same to the Board of Directors for approval. The budget of 
the Company comprises (i) Capital Programme (ii) Replacement and 
Renewal Programme (iii) Sales Budget (iv) Production Programme 
(v) Revenue Budget (vi) Purchase^ Budget (viii) Ways and Means 

' Budget. ■ 

Alongwith^the budget, revised estimates for the current year are 
-also submitted to the Board with rea;Sons^ for any significant va- 
riances. 
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The budget proposals are related to the physical targets and 
contain supplementary schedules giving detailed justification for the 
various items of expenditure. 

15. The Minerals & Metals Trading Corporation of India; 
The budget estimates are put up to the Board within the first quar- 
ter of the year. This is review-ed to%vards the middle and again in 
the last quarter of the year. The delay in preparing the budget is 
due to the time-lag in finalisation of contracts with the foreign 
buyers. Trade forecasts are related to anticipated targets. Due to 
%^arious problems of trade, it is not alw^ays possible to link the ex- 
penditure with the turn-over although such comparisons are made 
from time to time. 

16. Central Warehousing Corporation : The Corporation is re- 
quired to prepare its annual budget estimates and submit the same 
for approval of the Central Government before the 31st of Decem- 
ber, i.e., at least 3 months before the commencement of each year. 
The budget is related to a business schedule and takes into account 
the business j^otential likely to develop during the next year and the 
capacity to be hired or constructed by the Corporation. 

17. Neyveli Lignite Corporation: The annual budget of the 
Corporation comprising the revised estimates for the current year 
and the budget estimates for the following year are finalised by the 
middle of September every year. The production budget of the 
Corporation is related to the production schedule and physical 
targets. These are finalised wdth reference to likely sales and the 
production capability of the plants concerned, llie expenditure 
estimates are then w^orked out based on the volume of output de- 
cided for each unit. Capital budgets are also based on psysicai tar- 
gets for the various components of construction. 

18. Indian Oil Corporation (Refineries Dmsion) : The com- 
pany has just started commercial operations. They prepare an an- 
nual operating budget which is related to the level of output. They 
have also, formulated procedures for comparison of budgeted ex- 
penditure and the level of output with actual attainment. These 
are reviewed and revised frequently, particularly during the early 
stages of operation. 

19. Bharat Heavy Electricals : The company’s revised budget 
for the current year and the budget for the subsequent year is 
prepared by the Departments in August /September and placed be- 
fore the Board in September /October. The revenue budget of the 
Company is usually placed before the Board alongwith the capital 
budget and is related to the out-turn and the production schedule. 
The components of the revenue budget comprise the Production 
Budget, Material Budget, Labowr Budget, Overheads Budget and 
Sales Budget. 

20. Bharat Earthy Movers : The company's Midgets are pre- 
-pared and presented to the Board of Directors every year around 
February /March depending upon the date of the Board of Directors 
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Meeting. They comprise Capital Budget, Sales and Production 
Budget and Ways & Means Budget. The Production k Sales Bud- 
get is related to the level of output. 

21. National Mineral Development Corporation: The Corpo- 
ration is required to prepare capital budget by the middle of Octo- 
ber. The revenue budget is handled at the Corporation level and 
the approval for the same is obtained from the Board of Directors. 
The budget is related to the production schedule and the fiscal and 
budget provision is related, after scrutiny, to the actual requirements 
based on the anticipated level of output. 
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LIST OF STATEMENTS IN THE BUDGETS OF SOME 
ENTERPRISES 


1. (a) 


(b) 

(c) 

(d) 

(e) 

(f) 

(g) 

(h) 

(i) 

(a) 

(b) 


2 . 


I. The Bihar State Electricity Board (1964-65) 

PART I 

Budget Statement Abstract of Capital Receipts and 

Expenditure 

A. Receipts 

B. Expenditure 

Annexure I to Budget Statement I-A; Statement of 
Loans received from Government under Section 64 of 
the Electricity (Supply) Act, 1948 

Annexure II to Budget Statement I-A; Statement of 
Borrowings under Section 65 of the Electricity (Supply) 
Act, 1948 ^ 

Annexure III to Budget Statement I-A; Statement of 
Debts and Deposits Transactions 

Annexure I to Budget Statement I-B; Statement of Loans 
and Advances to Licensees under Section 2B of Electri- 
city (Supply) Act, 1948 

Annexure II to Budget Statement I-B; Statement of 
Loans and Advances to Employees 

Annexure III (Details by Sub-Heads) to Budget Statement 
TB 

Schedule I to Budget Statement I-B; Schemewise details 
of Capital Expenditure 

Schedule 11 to Budget Statement I-B; Expenditure on 
Power Schemes included in the Third Five Year Plan 

Budget Statement H-Abstract of Revenue Receipts 

. and Expenditure 

A. Receipts 

B. Expenditure ^ 

Annexure 1 to? Budget Statement II; Schemewise details 
of Revenue Receipts and Expenditure '*" 
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(c) Annexure I to Budget Statement II-A; Forecast of Re- 
venue by detailed classification 

(d) Annexure II to Budget Statement II-A; Forecast of Re- 
venue by H.T. Consumers and L.T. Consumers 

(e) Annexure I to Budget Statement II—B; Statement of 
Operation and Maintenance Expenditure — Administra- 
tion and General Expenses 

3. Budget Statement III— Abstract of Net Revenue Surplus 

4. Budget Statement IV— Statement Apportioning Expen- 

ses of Rates and Taxes, General 
Establishment, Administration to 
Major Heads of Revenue Account 

PART II 

1 . (a) Establishment Schedule of regular Staff 

(b) Establishment Schedule of Workcharged StaiS 

2 . Annual Statistics : 

(a) Statement I— Particulars of Generating Plant 

A. Generating Plant Owned and Operated by the 
Board 

B. Generating Plant Controlled by the Board (Nil) 

(b) Statement II— Particulars of Board’s Transmission Lines 

(c) Statement III— Particulars of the Board’s Distribution 
Lines 

(d) Statement IV— Particulars of Transformers 

(e) Statement V— Particulars of the Board’s Electricity Pro- 
ductions, 1962-63 

(f) Statement VI— Particulars of consumers served directly 
by the Board 

(g) Statement VII— Particulars of Board’s Electricity Produc- 
tion, Supply And Line Losses 

(h) Statement VIII— List of towns and villages electrified in 
Bihar up to March, 1963— Abstract 

3. Financial Return of the Operation and Maintenance 
Schemes : 

(a) Financial Return of the Operation and Maintenance 
Schemes (Revised Estimates 1963-64) 

(b) Financial Return of the Operation and Maintenance 
Schefies (Budget Estimates 1964-65) 



(b) .Statement of Revised Estimates for 1966-67 and Budget 
Estimates for 1967-68, Part II, Production * Cash require- 
ments 

(c) Proforma— Receipts and Payments Account 

(d) Cash Loss 

(e) Profit and Loss Account 

(f) Statement of Working Capital ^ 

(|g) Production Programme (Unit; tons) 
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II. ' Bihar State Road Transport Corporation 

(1965-66) 

1. Budget grant under the head Revenue Expenditure for 
the year 1965-66 k Revised Estimates for 1964-65 

2. (a) Part I-Capital Expenditure 

(b) Estimates approved by the Administration and the 
Finance Departments 

3. Budget Estimates for 1965-66 (Revenue Receipts) 

4. Revenue (deduct) Working Expenses 

5. Capital Contributions of Revised Estimates for 1964-65 k 
Budget Estimates 1965-66 

6. Funds, Deposits and Advances— Revised Estimates and 
Budget Estimates 

7. Fund-Actuals, Revised Estimates and Budget Estimates 

8 . Summary— Financial Results, Revised Estimates and 
Budget Estimates 


III. Heavy Engineering Corporation 
(1967-68) 


1 . Abstract (Showing the Revised Estimates for 1966-67 and 
Budget Estimates for 1967-68 for the whole, projectwise) 

2. Summai 7 -Statenmnt (Showing the Revised Estimates for 
1966-67 and Budget Estimate for 1967-68 Itemwise— 
Capital Revenue Account) 

3. A. Foundry Forge Unit 

(a) (i) Abstract of Revised Estimates for 1966-67 and Bud- 
get Estimates for 1967-68 

(ii) Details of Deferred Credit and Interest to be 
paid during 1967-68 

(in) Revised Estimates for 1966-67 and Budget Estimate 
for 1967-68; Details 
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(fi) 'Revi's'M' Estimate ' for 1966^67 '(Showing the factorwise 
distribution of costs incurred on different sections of the 
project) 

(i) Production Budget for 1967'68 (Costs incurred on differ- 
ent sections of the project) 

(j) Production Budget for 1967-68 (Showing factorwise costs 
incurred on different sections of the project) 

(k) Direct Raw Materials 

(l) Realisation on Sales 

3B. Heavy Machine Building Project 

(a) Abstract— Revised Estimates for 1966-67 Sc Budget Esti- 
mates for 1967-68 

(b) Revised Estimates for 1966-67 Sc Budget Estimates for 
1967-68 (For Production) 

(c) Proforma— Receipts Sc Payment Account 

(d) Proforma— Cash Loss Account 

(e) Proforma— Profit and Loss Account 

(f) Production Programme— 1966-67 [Showing the quantity 
(tons), rate per ton, sales value, % of sales Sc material 
cost, Itemwise]. 

(g) Goods in Process of Production for the year 1966-67 

(h) Production Programme for 1967-68 

(i) Goods in Process-of -Production for 1967-68 

(j) Materials Requirement for Production of 1966-67 and 
1967-68 

(k) Direct Expenses Budget for 1966-67 & 1967-68 

(l) Overheads: Details 

3C. Heavy Machine Tools Projects 

(a) (i) Abstract : Revised Estimate for 1966-67 Sc 1967-68 and 
Budget Estimates for 1967-68 

(ii) Revised Estimates for 1966-67 and Budget Estimates 
for 1967-68; Construction Details 

(b) Revised Estimates for 1966-67 and Budget Estimates for 
1967-68 : Production-Summary 

(c) Receipts and Payments Account 

(d) Cash Loss Account 

(e) Profit and Loss Accouni 

(£) Statement of Working Capital 

(g) Revised Estimates for 1966-67— production ; Details 
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(h); Budget Estimates for 1967-68-Productk)n : Details 
Jagannath Nagar Township ' 

(a) Abstract Revised Estimates for 1966-67 and Budget Esti- 
mates for 1967-68 

(b) Revised Estimates for 1966-67 & Budget Estimates for 
1967-68— Construction : Details 

Hea \7 Engineering Corporation : Common Cliarges- 
Summary 

(a) Revised Estimate for 1966-67 and Budget Estimates for 
1967-68-(Summary) 

(b) Common Charges— Statement Showing the Details of Re- 
vised Estimates for 1966-67 and Budget Estimates for 
1967-68 (Showing the expenditure on each division of 
the Corporation) 

(c) Statement showing the Details of Revised Estimates for 
1966-67 and Budget Estimates for 1967-68 (Providing the 
break-up of the expenditure on salaries, civil construc- 
tion, furniture etc.) 

IV. Hindustan Photo Films Mamifacturing Co, 

(1967-68) 

1 . (a) Summary— Capital Budget 

(b) Details of the Capital Budget 

2. Operation Budget-Revised Estimates for 1966-67 and 
Budget Estimates for 1967-68 

3. Revised Ways and Means Budget 

4 . Statement showing the progress of expenditure to end of 
September, 1966 



